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undertaken. So certain are we of the 
value of our _ personal-individual 
method of tuition that we give each 
student a unique guarantee covering 
each of our courses. 

H.R.I. guarantees to continue instruc- 
tion until the student’s course is 
successfully completed. 
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of our organization. Should a student 
fail in any examination, for which he 
undertook the instruction, we will 
continue instruction until he passes. 
Thus our guarantee provides for all 
risk of examination failure, delay 
through illness or other _ special 
circumstances. This guarantee com- 
mences from the moment a student 
enrols. 


Proof by Results ... 


No type of business training is worth 
while unless it actually accomplishes 
results for’ the student of average 
ability. By results, we mean increased 
salary, a better position, improved 
efficiency, and a broader outlook on 
business. An institution such as 
H.R.I. naturally attracts large num- 
bers of students—the majority of 


whom are of average ability. There- 
fore, when the students of an insti- 
tution always head the honours list 
and secure passes above the average, 
it is conclusive proof that the instruc- 
tion imparted is of the highest 
standard possible, and the candidate 
has an excellent chance of passing 
each examination at first sitting. 
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Tutorial Efficiency, 
safeguard the interests of each H.R./. 
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STATISTICAL METHOD OF COST 
ASCERTAINMENT IN THE GERMAN 
UNIFORM ACCOUNTING SYSTEM 


by 


A. BERZINS, MAG. OEC. 


In the German uniform accounting sys- 
tem the financial and cost accounts are 
closely interlocked. This tie-up is ex- 
pressed already in the main feature of the 
system, the uniform chart of accounts, the 
class headings of which are as follows: 


Class 0—Fixed assets and liabilities, 
~ and capital. 

Class y1—Liquid assets and liabilities. 

Class 2—Non-operating expenses and 
income, and clearing ac- 
counts. 

Class 3—Stocks of material. 

Class 4—Expense accounts. 

Class 5—Control accounts. 

Class 6—Work in process. 

Class 7—Finished work. 

Class 8—Sales accounts. 

Class 9—Profit and loss. 


The chart is based on the principle of 
the flow of values in the business. When 
all the internal and external transactions 
for an accounting period are recorded and 
posted, class 4 contains the total expenses 
incurred during’this period. These ex- 
pense items give the basis for all cost cal- 
culations which follow in the subsequent 
classes 5 to 7. The results of the cost com- 
putations are then transferred to class 8 
and are used for the ascertainment of the 
financial results of the business. 


For cost ascertainment, according to the 
German system, one of the two methods 
can be used: 

(1) Cost ascertainment can be done in 
the books of account. In this case depart- 
mental accounts are opened in class 6, and 
all cost records and calculations performed 
within the accounts of the cost system. 


(2) The so-called statistical method can 


be employed. 


The latter method is that which has 
gained most popularity, and is now in use 


in the majority of German business 


organizations. 


The main characteristics of this system 
are: 

(1) For the departmentalization of ex- 
penses and allocation of cost to the pro- 
ducts, special departmentalization and cost 
analysis sheets are used, which are con- 
sidered as accounting records. 

(2) Only the totals of the departmen- 
talization and cost analysis sheets are 
posted in the books of account. 

(3) The accounts need not be closed 
monthly, although interim cost and finan- 
cial statements are prepared every month. 

(4) The data used both in books of ac- 
count and departmentalization and cost 
analysis sheets are strictly reconciled. 
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Statistical Method of Cost Ascertainment—cont. 


For the lucid working of the system a 
well-designed and extensive system of 
forms for material, labour, and expense 
control as well as for recording of machine 
and labour hours and other statistical data 
is essential. The main device of the 
method is, however, the expense depart- 
mentalization sheet. Figure 1 shows an 
illustration of the sheet. Owing to limited 
space, this illustration gives only the out- 
line of the sheet. For a factory of middle 
size the sheet would .be subdivided, for 
example, into the following cost centres: 

General. — Premises, water supply, 
boiler house, power station, fire station, 
welfare services, ete. 

Manufacturing.—A separate cost centre 
would be set up for every workshop, group 
of machines, or single machine if required 
for accurate ascertainment of cost. 

Auxiliary. — Technical management, 
planning, laboratory, repair shop, tool 
room, compressed air plant, inspection, 
ete. 

Material—Purchasing, reception, trans- 
port, storage, ete. 

Administration. — Management, secre- 
tarial and legal services, financial account- 
ing, cost accounting, statistical office, ete. 

Marketing. — Selling, correspondence, 
agents, advertising and samples, distribu- 
tion, delivery vans, warehouse, ete. 

In the same way the expense column 
would inelude, for example, the following 
items: salaries, indirect labour, social in- 
surance, amenities, indirect materials, 
office supplies, loose tools, outside repairs, 
electricity, gas, water, fuel, depreciation, 
interest, taxes; rates, insurance, postage, 
telephone, telegraph, travelling, agents’ 
fees, advertising, legal and auditing fees, 
ete. 

The figures shown in the column 5 of 
the expense departmentalization sheet are 
taken up from class 4 of the financial 
books. These figures are first distributed 
as departmental costs. The costs of the 
general and auxiliary cost centres are then 
allocated to the manufacturing depart- 
ments or cost centres according to their 
use of services provided. Thus, after the 
departmentalization of expenses is com- 
pleted, the total costs of the period appear 
im totals as manufacturing, material, ad- 
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ministration, and marketing costs. The 
manufacturing costs are subdivided ac- 
cording to the manufacturing cost centres, 
and appropriate rates for the allocation of 
costs to the products for each cost centre 
are found. 

The departmental cost figures, besides 
their use for computation of the cost of 
the products, are available for extensive 
comparisons and control of costs. The 
actual figures can be compared with the set 
standards, budgets, results of previous 
periods, results of equivalent departments, 
or results of other businesses. In the same 
way every type of expense can be com- 
pared with the figures of previous periods. 
Such comparisons are facilitated by pre- 
paring the expense departmentalization 
sheet in several copies. While the original 
serves as documentary proof, the other 
copies are cut up in columns or slips and 
pasted on special sheets, period after 
period. 

The subdivision of the departments or 
cost centres depends on the structure of 
business, variety of processes carried on, 
as well as requirements set up by the allo- 
eation of cost to the products or necessity 
for more detailed comparisons. The large 
number of cost centres on the expense de- 
partmentalization sheet does not necessar- 
ily mean an increase in the efforts of the 
cost department. It must be remembered 
that no accounts are opened for the separ- 
ate cost centres in the books of account, 
but only a few totals are posted at the end 
of the costing period. Furthermore, a part 
of the work is being done already in the 
underlying memoranda, such as material 
requisitions, time tickets, ete., or sum- 
maries made from these memoranda. ‘ The 
totals of expense for each cost centre 
shown on the summaries or memoranda 
must merely be entered in the appropriate 
columns of the sheet. Standing entries for 
such items as depreciation, rates, taxes, 
ete., are used. 

After the expense departmentalization 
sheet is completed, the finished work analy- 
sis sheet—which forms the basis for the 
transfer of finished work to the finished 
work account—can be easily prepared. 
Figure 2 will give an illustration of the 
sheet prepared from the data of the ex- 
pense departmentalization sheet of Figure 
1. 
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Statistical Method of Cost Ascertainment—continued 


Figure 2 FINISHED WORK ANALYSIS SHEET 





TOTAL PRODUCT X 





COST CENTRE 
Direct Manuf. Direct Manuf. 
Labour | Expense | Labour | Expense 





920 1,748 390 741 
1,780 2,136 430 516 


1,460 2,190 370 555 





Direct Labour 4,160 1,190 
Manufacturing Expense 6,074 1,812 
Direct Material 10,650 3,250 


Material Charges 426 130 





Produced 21,310 6,382 


Stock at Beginning of Period 15,620 5,228 


Sales 22,160 7,290 - 


Factory Cost 


Stock at End of Period 14,770 4,320 


























The data for the transfer of the cost of cost of sales analysis sheet. The ruling of 
sales to the accounts of class 8 provide the the sheet is the following: 


Figure 3 COST OF SALES ANALYSIS SHEET 





Product Units 


Cost to Make 
Profit or Loss 


Specific Mark. 
and Sell 
Sales Value 


Administration 
Expense 


Expense 


Prod. Ord. No. 
Charges 
Manufacturing 
Factory Cost 
Marketing 
Expense 


Material 















































( 





Total 10,890 436 | 4.320 22.160} 1,066 1,920 |26,638 [28,953 
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Statistical Method of Cost Ascertainment—cont. 


The finished work analysis sheet and the 
eost of sales analysis sheet can, like the ex- 
pense departmentalization sheet, also be 
subdivided into detailed columns and the 
figures resulting from these columns used 
for comparisons with budgets, previous re- 
sults, costs of similar products, as well as 
for control purposes. 


When the analysis sheets are complete 
the monthly postings in the books of ac- 
count ean be done. As already mentioned, 
the postings comprise only monthly totals. 
If normal expense rates, as in Figure 1, 
are used, accounts for the applied expenses 
are opened in class 5. The totals of the 
expense departmentalization sheet, in such 
a case, are debited to the applied expense 
accounts and credited to the actual expense 
accounts of class 5 (postings marked 1 jn 
the chart). Direct material, direct labour, 
applied manufacturing expense, and ap- 
plied material charges totals are trans- 
ferred from the accounts of class 5 to the 
work in process account (posting 2). Now 
the finished work, on the basis of the fin- 
ished work analysis sheet, is posted to the 
finished work account (posting 3). For the 
last postings (4), the data from the cost of 
sales analysis sheet are used. The cost of 
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finished work, as well as applied adminis- 
tration expenses, applied marketing ex- 
penses, and specific marketing expenses, if 
any, are transferred to the cost of sales 
account in class 8. With that the monthly 
postings are completed and the accounts 
are balanced for putting up of the trial 
balance. All necessary closing entries are 
posted only once in the financial period. 
Figure 4 illustrates the posting procedure. 

The figures printed in italics are posted 
only once a year, i.e. at the end of the 
financial period. All other figures in the 
chart represent summaries of twelve 
monthly postings. 

The described technique of costing has 
met with approval and has at present been 
used in German business organizations for 
more than twelve years. The main advan- 
tages the accountants attribute to it can be 
summarized as follows: 

(1) It supplies valuable and detailed 
cost data for the management. 

(2) It enables extensive comparisons of 
cost figures. 

(3) It provides a wide basis for the con- 
trol of cost. 

(4) It saves time, as the work normally 
involved in postings in the books of account 
can be used more to advantage for the 
computation of more detailed cost infor- 
mation. 








Figure 4 CHART OF POSTINGS 


Class 4 Class 5 Class 6 Class 7 Class 8 


Expense Accounts Control Accounts Work in Process Finished Work Sales Profit and Loss 


SS annie —— SS 
Direct Material Direct Material Work in Process Finished Work Cost of Sales Operating 
pe 10650 | — re 10650 | 10650 ——e 921310 | 21310 Balance 2160-4)» 22160 28953 Profit and Loss 

15620 e4478 ——w 4 142 
Direct Labour Direct Labour 14770 so eee | : 
Le 4160 J 4160-—| e460 | 4160-4 oo Profit 2463 | 2315 


21310 Balance 
Salaries Manuf. Expenses © [ t 


Pe 3220 | 3220 > re 6030 | 6030 
Sales 


L28953 | 28953 
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ET 


7» 
“ 





Indirect Labour 


Appl. Manuf. Exp. 
Lp 2060 | 2060 > 


5030 | 6074 = 
pr 

Material Charges 
430 | 430 


NALYSIS SHEE 





A 


Social Insurance 


102 | 102— 


SALES 


Indirect Material 
pe 455 | 455 


)F 


Appl. Mat. Charges 
430 ] 426 
= 
Administr. Exp. 
1050 | 1050-— 
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Repairs 
pe 237 287 
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DEPARTMENTALIZATION SHE 
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WHY COST ACCOUNTING? 


D. M. 


by 
CRONIN, F.C.A.A. 


PART I 


Losses of profits are universal. 

But how many executives know the 
exact details of such losses? How many 
executives receive monthly reports of these 
profit losses? How many executives are 
taking effective action to reduce or ex- 
tinguish losses of profits? Most top man- 
agement executives would take action if 
they were presented with such reports 
monthly. It is the function of the cost ac- 
countant to organise for the presentation 
of these reports, and itis the absence of 
these reports that helps to make losses of 
profits universal. There is no reason why 
management should deny itself this vital 
information—there is no room for a Len- 
ten season in business. So why not end it 
where it exists? 


This can be done by the intelligent use 
of a sound cost accounting plan which will 


enable executives to see the exact details 
of factory losses of profits. Having seen 
the red light, it is then up to them to re- 
duce the losses. 

Active Action 

Portion of the top management crust of 
the business pie has discovered many ways 
of losing profits. 

Besides discovering the ways in which 
to lose profits, it sometimes, by inaction, 
then gives authority to continue with the 
losses. 

Of course, this does not apply to all 
businesses. For example, a business may 
have a complete cost accounting control 
scheme operating efficiently. It may have 
an efficient cost accountant. If the business 
is so organised, then undoubtedly the top 
executives are receiving and using the sort 
of information mentioned above; other 
such firms, in spite of knowing ways of 
losing profits, do not take suitable action 
to reduce or eliminate losses shown in these 
reports. 

_An example of a case where useful ac- 
tion could occur is where an annual physi- 
cal stocktaking is made: the annual stock- 


take involves the payment of extra salaries 
and expenses to stocktakers; it causes in- 
terruptiens and losses in production; it 
involves overtime payments to clerks and 
calculating machine operators; and a host 
of other attendant and unnecessary costs. 

This then is one way in which to take 
action to prevent The remedy in 
this case is the installation of a continuous 
inventory, which costs far less, is more re- 
liable, spreads the work, and takes less 
effort. 

Even where annual stocktakings are 
avoided, ‘‘not guilty’’ might be the plea to 
the next convenient way of losing profits. 
This consists of always having too much 
stock of raw materials and _ finished 
products on hand. Think of the financial 
cost and the cost of housekeeping if, for 
example, you have twelve months’ supplies 
of raw materials on hand when your pro- 
duction requirements are not more. than 
two months. 

Are you being advised weekly of the 
detailed stock position? Is it so detailed 
that actual stock values under departments 
or classifications are shown? If you are to 
save possible losses of profits, these values 
must be compared intelligently with pre- 
determined economic values for each de- 
partment or classification. 

No longer can we sell any type of stock, 
because buyers are beginning to exercise 
their choice. We are changing from the 
seller’s market to the buyer’s market, and 
this change may be causing a piling up of 
unwanted stocks and a loss of good money. 
These matters may seem elementary, but 
in some factories the examples mentioned 
are occurring, often un-noticed and there- 
fore unchecked. 

There are many other ways of losing 
profits. Most of them extend to every 
sphere in manufacture, but particularly to 
material and labour. Seeking out and 
elimination of these ways through the aid 
of cost accounting are the interesting tasks 


losses. 
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Why Cost Accounting?—continued 


of management: Therefore, in considering 
the details explained later in this article, 
it might be found that some of these inter- 
esting tasks await solution and action in 
our own factories. 


Creating Material Losses 


In the manufacture of paints and var- 
nishes thinners are used. Thinners exapor- 
ate rapidly. If thinners are bought or 
made faster than they are consumed in 
production, the amount of evaporation loss 
rises. The evaporation loss may be ex- 
tremely costly. If such known losses of 
materials are not provided for in the cost 
of the finished product, the value of the 
loss is a direct deduction from the gross 
profit. 

Perhaps then, not being concerned with 
the manufacture of paints and varnishes, 
you might be relieved that no such loss 
could occur in your factory. Your busi- 
ness, for example, might be that of making 
sausages. Even to make thin sausages you 
certainly do not, or should not, use thin- 
ners. You will find, however, that even in 
your sausage factory, and it will be found 
in all other classes of factories, particular 
types of material losses do occur. The 
position is that many of us do not know 
we have these material losses until we get 
down to the job of looking for them. It 
might be known that thinners do evapor- 
ate, but are the quantities known and is it 
known by how much the finished cost 
should be increased to care for such losses? 
Recoverable material losses occur in all 
sections of business. Let us look for them. 


Some Types of Material Losses 


If this article consisted of one thousand 
pages it would be possible to mention a 
great variety of the types of material 
losses. As it is, however, of much shorter 
length, typical types of material losses 
occurring in various industries will be 
mentioned. Some of them are listed below. 
Incidentally, most of these are usually un- 
covered under a sound plan of standard 
cost accounting. As will be seen, such 
losses are very good causes for immediate 
corrective action. 

Annual stocktaking _ inefficiencies.— 
Shortages in stocks through theft and 
evaporation. 
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Slow-moving work in  progress.—By 
various reports on work in progress it can 
be ascertained whether lines are moving 
slowly through the factory or not moving 
at all. In such cases there may be obsolete 
stock on hand or shortages of stock occur- 
ring. 

Stock losses—Incorrect handling of 
materials, partly-processed products, and 
finished products may result in irreparable 
damage and loss of profits. Atmospheric 
conditions may affect certain types of 
materials and in some cases can cause 
losses in weight. 

Unsuitable products returned. — Cus- 
tomers are sold faulty products. Some- 
times the products cannot be retreated and 
are a total loss of profits. 

Changes in product design or formula. 
—The cost of minor changes in product 
design. or formula may not be offset by 
price rises. The cost of such minor changes 
is a loss. If major changes are not fol- 
lowed by selling price increases, then they 
also are a direct loss of prefits. 

Purchase quantity variations.—Some- 
times exact quantities of goods purchased 
are not known until the goods are sold. 
The difference between the quantities paid 
for and those received is a gain or loss. 

Usage variances.—Quantities of mater- 
ials used above standard material allow- 
ances are efficiency losses and are therefore 
losses of profits. 

Excess spoilages——Spoilages of material 
in excess of the standard spoilage allow- 
ance may be a loss of profits. 

Excess wastages.—Wastages of material 
in excess of the standard waste allowance 
may be a loss of profits. 

Spillage losses. — Depending upon 
whether the spillage losses are provided 
for on the standard cost sheets, the cost of 
spillages may be regarded as total losses. 

Yield variances.—Technical officers’ ex- 
pectations of yields from blends, mixtures, 
or other processes should be reasonably 
based. Lower results than anticipated are 
direct losses of materials. 

Substitution losses—Unavoidable — sub- 
stitutions of dearer-priced materials than 
those specified in standard formulae and 
bills of material are direct losses of profits. 

Reprocessing costs.—Reprocessing costs 
are usually the result of unnecessary re- 
processing of work in progress. ‘‘ Unneces- 
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Why Cost Accounting?—continued 
sary’’ is used because it is usually an 
avoidable cost. 

Price variances.—Price variations from 
reasonable price standards in material pur- 
chases may indicate buying inefficiencies. 
These may become regular sources of 
losses. 

Cost Accounting as an Aid 

How can these and other similar 

material losses be found and displayed to 
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management? How should management 
correct any such disclosed weaknesses in 
the organisation? Some have not been slow 
to find the answers to these important 
questions. They have taken advantage of 
the aid that a sound cost accounting plan 
gives in the way of solving these two diffi- 
culties. 

Let us now examine in more detail the 
various types of material losses that con- 
tribute towards losses of profits. 


(Part IT) 


HIDING MATERIAL LOSSES 


We have already read some of the ways 
in which to lose profits. Let us now con- 
sider details of the procedure being fol- 
lowed to-day in a few industries—that is, 
the procedure which allows for the hiding 
of material losses. Other’ types of indus- 
tries cannot be dealt with in such a short 
article. Therefore, the methods followed 
generally in industry in losing profits 
through material losses will be examined. 


Annual Stocktaking Inefficiencies 

The heading of this paragraph reads: 
‘‘Annual Stocktaking Inefficiencies.’’ The 
reason for choice of this heading is that it 
is considered many inefficiencies are hidden 
in the annual stocktaking result. Some may 
contend that the inefficiencies discussed 
below may not be blamed on to the annual 
stocktaking. But let us suppose that we 
eliminate annual stocktaking and replace it 
with a controlled system of perpetual in- 
ventory. These inefficiencies will then dis- 
appear. Therefore, they may be blamed 
upon the annual stocktaking operation. 
For this reason the term ‘‘annual profit 
taking’’ is preferred to ‘‘annual stocktak- 
ing.”’ The most important part of this 
paragraph is the words ‘‘a controlled sys- 
tem of perpetual inventory.’’ This will be 
explained after we find out how to lose 
profits in annual stocktakings. 

Examples of profits being more ad- 
versely affected through annual stocktak- 
ings than in perpetual stocktakings are as 
follow : 

By theft. If the thief discovers a satis- 
factory way of hiding thefts, how much 


more satisfied will he be if he knows that 
the theft may not be discovered until stock- 
taking time after the lapse of six or even 
twelve months? Even then it-is not cer- 
tain that the theft will be discovered. Much 
good gross profit can disappear in twelve 
months. 

By lack of control over work in progress. 
There is very little control over stock of 
work in progress if it is not counted fre- 
quently. More important, the degree of 
control over the material consumption fac- 
tor is small. Is the material being used in 
correct quantities? Is production volume 
in accordance with the material used. If 
stock of work in progress is taken only 
once or twice a year, such questions may 
remain unanswered until the annual stock- 
taking is made. Material consumption 
losses can become very serious over such 
a lengthy period. 

This is only one aspect of the losses that 
will occur if work in progress is not pro- 
perly controlled. Other important points 
must be watched. Slow-moving lines in the 
work in progress require careful scrutiny. 

Let us return to the question of ‘‘a con- 
trolled system of perpetual inventory.’’ It 
must be controlled. That is, a responsible 
person must examine the work-in-progress 
reports intelligently. A treasury of factory 
information can be unearthed by an alert 
person. He could save his salary many 
times over. The method of physically 
checking work in progress should be 
thoroughly and continually examined. 
Different lines of product may require 
some alteration of method. 
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of management: Therefore, in considering 
the details explained later in this article, 
it might be found that some of these inter- 
esting tasks await solution and action in 
our own factories. 


Creating Material Losses 


In the manufacture of paints and var- 
nishes thinners are used. Thinners exapor- 
ate rapidly. If thinners are bought or 
made faster than they are consumed in 
production, the amount of evaporation loss 
rises. The evaporation loss may be ex- 
tremely costly. If such known losses of 
materials are not provided for in the cost 
of the finished product, the value of the 
loss is a direct deduction from the gross 
profit. 

Perhaps then, not being concerned with 
the manufacture of paints and varnishes, 
you might be relieved that no such loss 
could occur in your factory. Your busi- 
ness, for example, might be that of making 
sausages. Even to make thin sausages you 
certainly do not, or should not, use thin- 
ners. You will find, however, that even in 
your sausage factory, and it will be found 
in all other classes of factories, particular 
types of material losses do occur. The 
position is that many of us do not know 
we have these material losses until we get 
down to the job of looking for them. It 
might be known that thinners do evapor- 
ate, but are the quantities known and is it 
known by how much the finished cost 
should be increased to care for such losses? 
Recoverable material losses occur in all 
sections of business. Let us look for them. 


Some Types of Material Losses 
If this article consisted of one thousand 
pages it would be possible to mention a 


variety of the types of material 
As it is, however, of much shorter 
length, typical types of material losses 
occurring in various industries will be 
mentioned. Some of them are listed below. 
Incidentally, most of these are usually un- 
covered under a sound plan of standard 
cost accounting. As will be seen, such 
losses are very good causes for immediate 
corrective action. 

Annual stocktaking  inefficiencies.— 
Shortages in stocks through theft and 
evaporation. 


great 
losses. 
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Slow-moving work in  progress.—By 
various reports on work in progress it can 
be ascertained whether lines are moving 
slowly through the factory or not moving 
at all. In such cases there may be obsolete 
stock on hand or shortages of stock oceur- 
ring. 

Stock losses—Incorrect handling of 
materials, partly-processed products, and 
finished products may result in irreparable 
damage and loss of profits. Atmospheric 
conditions may affect certain types of 
materials and in some cases can cause 
losses in weight. 

Unsuitable products returned. — Cus- 
tomers are sold faulty products. Some- 
times the products cannot be retreated and 
are a total loss of profits. 

Changes in product design or formula. 
—The cost of minor changes in product 
design. or formula may not be offset by 
price rises. The cost of such minor changes 
is a loss. If major changes are not fol- 
lowed by selling price increases, then they 
also are a direct loss of profits. 

Purchase quantity  variations—Some- 
times exact quantities of goods purchased 
are not known until the goods are sold. 
The difference between the quantities paid 
for and those received is a gain or loss. 

Usage variances.—Quantities of mater- 
ials used above standard material allow- 
ances are efficiency losses and are therefore 
losses of profits. 

Excess spoilages——Spoilages of material 
in excess of the standard spoilage allow- 
ance may be a loss of profits. 

Excess wastages——Wastages of material 
in excess of the standard waste allowance 
may be a loss of profits. 

Spillage losses. — Depending upon 
whether the spillage losses are provided 
for on the standard cost sheets, the cost of 
spillages may be regarded as total losses. 

Yield variances.—Technical officers’ ex- 
pectations of yields from blends, mixtures, 
or other processes should be reasonably 
based. Lower results than anticipated are 
direct losses of materials. 

Substitution losses—Unavoidable _ sub- 
stitutions of dearer-priced materials than 
those specified in standard. formulae and 
bills of material are direct losses of profits. 

Reprocessing costs—Reprocessing costs 
are usually the result of unnecessary re- 
processing of work in progress. ‘‘ Unneces- 
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Why Cost Accounting?—continued 
sary’? is used because it is usually an 
avoidable cost. 

Price variances.—Price variations from 
reasonable price standards in material pur- 
chases may indicate buying inefficiencies. 
These may become regular sources of 
losses. 

Cost Accounting as an Aid 

How ean these and other similar 

material losses be found and displayed to 
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management? How should management 
correct any such disclosed weaknesses in 
the organisation? Some have not been slow 
to find the answers to these important 
questions. They have taken advantage of 
the aid that a sound cost accounting plan 
gives in the way of solving these two diffi- 
culties. 

Let us now examine in more detail the 
various types of material losses that con- 
tribute towards losses of profits. 


(Part IT) 


HIDING MATERIAL LOSSES 


We have already read some of the ways 
in which to lose profits. Let us now con- 
sider details of the procedure being fol- 
lowed to-day in a few industries—that is, 
the procedure which allows for the hiding 
of material losses. Other’ types of indus- 
tries cannot be dealt with in such a short 
article. Therefore, the methods followed 
generally in industry in losing profits 
through material losses will be examined. 
Annual Stocktaking Inefficiencies 

The heading of this paragraph reads: 
“Annual Stocktaking Inefficiencies.’’ The 
reason for choice of this heading is that it 
is considered many inefficiencies are hidden 
in the annual stocktaking result. Some may 
contend that the inefficiencies discussed 
below may not be blamed on to the annual 
stocktaking. But let us suppose that we 
eliminate annual stocktaking and replace it 
with a controlled system of perpetual in- 
ventory. These inefficiencies will then dis- 
appear. Therefore, they may be blamed 
upon the annual stocktaking operation. 
For this reason the term ‘‘annual profit 
taking’’ is preferred to ‘‘annual stocktak- 
ing.’ The most important part of this 
paragraph is the words ‘‘a controlled sys- 
tem of perpetual inventory.’’ This will be 
explained after we find out how to lose 
profits in annual stocktakings. 

Examples of profits being more ad- 
versely affected through annual stocktak- 
ings than in perpetual stocktakings are as 
follow : 

By theft. If the thief discovers a satis- 
factory way of hiding thefts, how much 


more satisfied will he be if he knows that 
the theft may not be discovered until stock- 
taking time after the lapse of six or even 
twelve months? Even then it-is not cer- 
tain that the theft will be discovered. Much 
good gross profit can disappear in twelve 
months. 

By lack of control over work in progress. 
There is very little control over stock of 
work in progress if it is not counted fre- 
quently. More important, the degree of 
control over the material consumption fac- 
tor is small. Is the material being used in 
correct quantities? Is production volume 
in accordance with the material used. If 
stock of work in progress is taken only 
once or twice a year, such questions may 
remain unanswered until the annual stock- 
taking is made. Material consumption 
losses can become very serious over such 
a lengthy period. 

This is only one aspect of the losses that 
will occur if work in progress is not pro- 
perly controlled. Other important points 
must be watched. Slow-moving lines in the 
work in progress require careful scrutiny. 

Let us return to the question of ‘‘a con- 
trolled system of perpetual inventory.’’ It 
must be controlled. That is, a responsible 
person must examine the work-in-progress 
reports intelligently. A treasury of factory 
information can be unearthed by an alert 
person. He could save his salary many 
times over. The method of physically 
checking work in progress should be 
thoroughly and continually examined. 
Different lines of product may require 
some alteration of method. 
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Slow-moving Work in Progress 

Reports on work in progress will help 
to reduce losses by suggesting the correc- 
tive action. To put it more forcibly, they 
will help to increase profits. The absence 
of such reports will certainly contribute 
towards the loss of profits. 

Considerable value attaches to work-in- 
progress reports which are used intelli- 
gently. In a garment factory, for example, 
a perusal of the reports will show: 

(a) Whether obsolete or non-fashion- 

able garments are on hand. A more 
detailed examination of slowly-mov- 
ing or stationary lines will prompt 
the question as to whether stock is 
totally or partially obsolete. A part 
of the gross profit may be saved by 
immediate action to deal with the 
garments. One way in which to 
lose all the gross profit, as well as 
the cost of the garments, is to carry 
on without work-in-progress reports. 
Whether unauthorized withdrawals 
of finished garments are being 
made. Spot physical checks on types 
of garments will soon uncover such 
practices. If work-in-progress re- 
ports are part of a perpetual inven- 
tory routine, the matter of unauth- 
orized withdrawals is nipped in its 
infancy. 
Whether the records of costs of pro- 
duction and gross profit are accur- 
ate. Work-in-progress reports can 
be used as a ready verification of the 
figures shown in the cost accounting 
records. It might cause quite a 
domestic diversion if it were found 
at the end of the year that the gross 
profit in the monthly profit and loss 
accounts had been largely over- 
stated during the year. In some 
old-fashioned firms the half-yearly 
and yearly stocktakings are accep- 
ted as final, and the diversion is 
avoided. But it is avoided at the 
cost of hiding all those stock losses 
which should be uncovered. 


Stock Losses 

By concealing these stock losses the ac- 
counting department fails. It should show 
management the amount by which the true 
gross profit was unrealized. If manage- 
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ment could see figures of their unrealized 
or lost gross profits, they would be as- 
tounded. Why not astound management 
only once during the financial year? But 
do it during the first week or month of the 
financial year, so that action can be taken 
to prevent a repetition of profit loss for 
the remainder of the- period. If we were 
not satisfied with a purchase of goods from 
a shop, it is only reasonable to return the 
goods immediately we become dissatisfied. 
We would not accumulate all of our un- 
satisfactory purchases for the whole year 
and then return them all together. So, too, 
with the accounting department. It should 
express dissatisfaction of stock losses quite 
frequently. 


Profit Losses in Stocks 

Stock in its many forms—raw materials, 
work in progress, finished products, goods 
in transit—presents many problems. The 
solving of most of these problems usually 
results in a saving of profits. In this cam- 
paign of savings cost accounting is the 
organising force. 

This will be further demonstrated as 
further losses of profit are discussed from 
the viewpoint of unsuitable products, 
changes in design, purchase quantity 
variations, usage variations, and 
spoilages. 


excess 


Other Types of Material Losses 

Earlier in this article practical examples 
of possible losses of profits were detailed. 
It has been shown that by using cost ae- 
counting as an aid to management, definite 
causes of profit losses can be uncovered. 
But cost accounting in itself will not en- 
sure that corrective action is taken. In 
addition, there must always be, on the part 
of management after the complaint has 
been laid by the cost accountant, that 
necessary ‘‘follow through’’ corrective ac- 
tion. If such action is not taken, profit 
losses may continue unabated. 


Three of the largest avenues of losses of 
profit in materials were discussed under 
the headings of ‘‘ Annual Stocktaking In- 
efficiencies,’’ ‘‘Slow-moving Work in Pro- 
gress,’” and ‘‘Stock Losses.’’ Generally, 
with materials, the cost accountant has the 
widest (and sometimes the wildest) and 
most detailed scope for complaint to man- 
agement. Following upon the matters 


(Continued on page 179) 
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Why Cost Accounting?—continued 


above mentioned—all possible causes for 
eomplaint—the cost accountant can also 
complain to management about losses of 
profits caused by unsuitable products re- 
turned, changes in product design or for- 
mula, purchase quantity variations, usage 
variations, excess spoilages, and excess 
wastages. 

The cost accounting action that should 
accrue from a well-defined scheme of cost 
control must be thoroughly realized. Every 
cost accountant must treat his function as 
productive. His products should add to 
the pool of gross profit. He cannot afford 
to have returned to him as impracticable 
or unsuitable any schemes for cost reduc- 
tion. Every suggestion or submission must 
be practical and sound in principle. 


Unsuitable Products Returned 


Those unsuitable products which are re- 
turned by customers may represent total 
losses. Over-enthusiastic sales activity, 
wrong packing instructions, or incorrect 
technical advice beforehand on the custo- 
mer’s problems may have resulted in a 
different type of product being supplied 
than is wanted. Or the product in itself 
may be the correct type, but of faulty 
manufacture. 

If the products cannot be re-treated or 
re-sold there is a total loss of both profit 
and the cost of manufacture. Remember, 
too, the other losses incurred—namely, the 
cost of handling twice, the cost of record- 
ing, the cost of lost goodwill, and, in cer- 
tain cases, the cost of re-treatment. 

Management should not be unaware of 
these happenings. Therefore, the cost ac- 
countant should regularly submit detailed 
reports of amounts and causes of lost 
profits. Keen follow-through action by a 
responsible executive should decrease the 
losses occurring in this direction. The most 
important words in this paragraph are re- 
peated for emphasis: ‘‘keen follow-through 
action.’’ Without this, good intentions to 
save money may be thwarted. 


Changes in Product Design or Formula 
design 
The 
cost of minor changes is a deduction from 
the gross profit. That is, the selling price 
remains unaltered. 


From a_ costing viewpoint, 
changes are either major or minor. 
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If the technical staff decides upon regu- 
lar minor changes, the cost accountant 
must watch continually the gross profit 
percentage margins on those products 
which are affected. A one per cent decrease 
in a percentage might be equivalent to a 
loss of several hundred pounds—and hun- 
dreds of pounds are worth saving, aren’t 
they ? . 

Major changes, of course, should result 
in a complete revision of the product cost 
sheet. This is usually followed by an in- 
crease in the selling price and gross profit 
margin. Major changes in design may re- 
sult in obsolete stocks. The volume and 
cost of obsolete stocks must be carefully 
considered before deciding on major 
changes. 

Instances of frequent minor and occa- 
sional major changes in design or formulae 
occur in the aircraft, automobile, and 
paint-processing industries. Such changes 
or ‘‘concessions’’ should be carefully re- 
corded, costed, and reported upon by the 
cost accountant. 

Purchase Quantity Variations 


Sometimes exact quantities of goods pur- 
chased are not known until the goods are 
sold. This feature occurs with an importer 
who is buying commodities in large lots of 
certain measurements and selling them in 
small parcels of different measurements. 
For example, agricultural requirements 
may be imported in bag lots, each bag said 
to contain about two hundred pounds stan- 
dard weight. When they are received some 
bags are over whilst others are under the 
standard weight. They are accepted into 
store at standard weight but are delivered 
out of the store at actual weights. Instead 
of finding the purchase quantity variance 
at the point of receipt, it is often easier to 
find it at the point of delivery or sale. 


The cost accountant must, in devising 
the easiest way in which to record the 
movements of the commodities, make sure 
that the quantity discrepancies level out to 
nil over a certain period. 

Another typical case of such discrepan- 
cies occurring is in the timber industry. 
We must always be sure that our method 
of measuring timber production and tim- 
ber sales are similar. 
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Usage Variations 

Quantities of material used above proper 
standard material allowances are usage 
losses. Therefore, they are losses of profits. 

Such losses might occur at any stage in 
the production process. Let us consider 
some examples of usage losses. In the 
manufacture of blankets, one of the initial 
processes is to mix or ‘‘blend’’ together 
certain types of wool. The mix or ‘‘biend’’ 
is set forth in standard formulae. The 
standard blend contains top-quality, high- 
priced wool as well as medium and low- 
quality wools, and good, clean waste. Each 
type of blanket should be mixed to a stan- 
dard formula. Then, if the standard for- 
mula is not followed gains or losses in 
material cost occur. The losses might be 
due to the careless using of more of the 
top-quality, high-priced wool and less of 
the medium, lower-priced wool. Or a de- 
liberate decision might have been made to 
do this because of the shortage of some 
types specified in the formula. Whatever 
is the reason, it should be sought out and 


the cost position clarified. Authority may 
have been given to alter the formula, but 
has the effect of the altered formula upon 


the cost of subsequent processes been 
studied? Management must be very care- 
ful to find out whether, perhaps, such ac- 
tion reflects unfavourably in later process 
costs. If it does, it causes a lowering of 
the gross profit margin. If no attempt is 
made to ascertain the true position factory 
losses of profits may be a common occur- 
rence. 
Excess Spoilages 

In the engineering industry the cost ac- 
countant and the production engineer are 
fellow-travellers. One of the production 
engineer’s aims in increasing output is to 
decrease the percentage of unacceptable 
products. He adopts a plan of inspection, 
a sampling plan—and, if he uses statistical 
methods in conjunction with these plans, 
they become a plan of quality control. His 
constant aim is to decrease the percentage 
of production falling outside the tolerance 
points for satisfactory work. To measure 
financially the results of his inspection 
methods he utilizes the services of the cost 
accountant. If the cost accountant is to 
assist the production engineer satisfactor- 
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ily, he must be adequately versed in the 
sampling plans available. He should be 
able to make an intelligent inference from 
the quality control statistics. One thought 
sums up the action required of the cost ae- 
countant : 

The problem the cost accountant has 
to solve is the determination of the 
proportion of defective work at which 
the increase of cost resulting from any 
further provision to reduce that pro- 
portion would be equal to or greater 
than the saving resulting. 

One possible cause of spoilages may be 
the poor quality of raw materials and 
parts received into the storehouse. If satis- 
factory inspection standards are not ob- 
served at the point of receipt of goods into 
storehouse, faulty material and parts may 
be accepted as satisfactory for production 
purposes. This is only the start in the 
losing of profits. Not only will the faulty 
materials be issued to the production line, 
but labour and expense will be wasted 
until the material is eventually found to be 
faulty. Many illustrations of such wastage 
of profits occur in the aircraft industry. 
In this industry exact specifications of 
materials must be observed by the supplier 
of the materials. An example occurs in 
the purchase of castings. Before accep- 
tance they should be thoroughly inspected 
with the latest inspection devices. All 
faulty castings should be promptly re- 
turned to suppliers. By aecepting such 
material and not properly testing it the 
factory manager is immediately dipping 
into the gross profit pool. He is pouring 
good gross profit down the factory drain. 
The most effective and most economical 
way of ensuring good-quality finished 
products is to begin at the point where the 
raw materials are received at the factory. 

Another point to watch is that the cor- 
rect materials must be specified on the bill 
of material, or a similar schedule, and, 
more important, that the exact material is 
called up from the storehouse. This is 
where the production ‘‘chaser’’ is worth 
his weight in gross profit. If the produc- 
tion chaser is intelligent and versatile he is 
indispensable. He checks quality, quantity, 
size, and suitability of materials before the 
materials are worked upon. He covers most 
of the factory in his round-up of produe- 
tion. He irons out inter-departmental 
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complaints, and he sees that materials are 
moved to the place where they are most 
required. He solves production bottlenecks. 
If an organisation is sufficiently large, and 
has not the services of a production chaser, 
it is asking for profit trouble. 

Production chasers cannot be as usefully 
employed as this in all industries because 
of the different production problems. For 
example, the soap industry has different 
problems where a chaser may not have as 
much value as in engineering. To decrease 
excess spoilages in the soap industry other 
methods are adopted. An example occurs 
where tallow is purchased and stored for 
a lengthy period before use.. Proper in- 
spection tests are applied to each batch of 
tallow before it is issued to production, so 
that losses of profits in production will be 
prevented. 

Likewise, in the rubber industry excess 
spoilages are minimized by rigid inspec- 
tion tests, some of them even involving de- 
struction of the product. Tubes and blad- 
ders, for example, are inflated to take a 
much greater than normal strain. 

These methods of inspection and the 
special testing equipment cost money. But 
it is money invested in a dividend-paying 
section of the business. Without such 
methods faulty production may be passed 
on to customers. They become dissatisfied 
with faulty articles, and try elsewhere. 
Down comes the gross profit again. Waste 
not, want not applies here. 


Excess Wastages 
Waste is a peculiar word in cost account- 
ing language. It might mean that a valu- 
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able thing is being wasted—there is g total 
loss of value involved; or it might mean 
that something is saved—there is a finan- 
cial gain involved. Waste of the first type 
may be sawdust in a timber mill. Waste 
wool picked up from the floor of a wool- 
processing mill is an example of the other 
type of waste, where a financial gain and 
an increase in gross profit is involved. 

This is the type that the cost account- 
ant must consider if he is to assist in re- 
ducing losses of profits. He must measure 
the amount of waste occurring and com- 
pare it with the waste allowance. Differ- 
ences between the two are avoidable losses 
of profits—avoidable only by the technical 
staff; therefore they should be made aware 
of the importance of excess waste. This 
awareness comes from studying suitable re- 
ports prepared by the cost accountant. 
Such reports must be accurate, concise, 
and must ring the warning bell to those of 
the technical staff who can reduce the 
waste. 

Action by the technical staff then be- 
comes urgent. Or, at least, it should be- 
come so. But how often are the cost ac- 
countant’s reports negatived by indiffer- 
ence? How often are the figures glossed 
over without any enquiry? The more often 
that this is done, the more often and the 
bigger the gross profit losses will grow. 
Watch your wife at work in the kitchen, 
and see how much is wasted. There is not 
much avoidable waste there. What a re- 
duction in the gross profit loss could be 
made if the principle of kitchen methods 
of cutting out waste were tried in the 
factory! 


PROFIT-TAKING 


Profit is taken—it is really wasted—in 
many ways. It has been seen that these 
ways include unsuitable products returned, 
some changes in product design or formula, 
purchase quantity shortages, adverse usage 
variations, excess spoilages, and excess 
wastages. But it is disquieting to realize 
that the ways of creating material losses do 
not stop there. There are so many addi- 
tional ways, such as spillage losses, re-pro- 
cessing costs, unsatisfactory price vari- 


ances. However, these will be discussed in 
the next article. 

Before leaving this part, remember that 
in some industries the material content of 
costs is very high. In others it is the labour 
content. If your industry falls within the 
first group, you can be sure that profit 
losses as described are occurring in your 
factory. Therefore, aceept this challenge. 
Cultivate a healthy factory. Dig out the 
weeds. Then watch your gross profits grow. 
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NEW ZEALAND ACCOUNTING 
CONVENTION 


by 


A. A. FiITzG@ERALD 


Every five years the New Zealand Society 
of Accountants conducts an accounting 
convention. The sixth of these conventions, 
which was held in Auckland this year from 
23rd to 28th February, was in every way 
an outstanding success. All the technical 
sessions were largely attended, as also were 
the many social functions, which were en- 
joyed to the full by members of the Society 
and their wives and by several visitors 
from Australia. A particularly notable 
feature was the thorough way in which the 
comfort and entertainment of the large 
numbers of visitors to Auckland from all 
over New Zealand was cared for by an 
energetic, capable, and enthusiastic com- 
mittee of Auckland members. The smooth- 
ness with which the convention ran from 
start to finish was a convincing tribute to 
the organising skill and the tireless work 
of the committee. The members of the 
committee were Messrs. H. E. Strickett 
(Chairman), A. W. Christmas, T. G. Hull, 
R. M. Kay, H. M. McElroy, C. D. Robin- 
son (Secretary), and D. H. Steen. 

The first function was a civie ‘‘at home’ 
on the evening of Thursday, 23rd Febru- 
ary, at which His Worship the Mayor of 
Auckland, Mr. J. A. C. Allum, weleomed 
the visitors to his city. The weleome was 
responded to by Mr. R. D. Brown, of Hast- 
ings, President of the Society, whose grace- 
ful and capable representation of the 
Society at the Australian Congress of Ac- 
counting in Sydney in November, 1949, is 
well remembered by Australian account- 
ants. After the formal proceedings supper 
was served, and members and their ladies 
had the opportunity of renewing old 
friendships and making new ones. A most 
pleasant evening ended with keen anticipa- 
tion of the interest and enjoyment which 
was to follow in the succeeding days of 
the convention. 

On Friday morning, His Excellency the 
Governor-General, Lt.-Gen. Sir Bernard 
Freyberg, officially opened the convention. 


His Excellency spoke at length on the role 
of accounting and financial control in the 
Army. He paid a striking tribute to the 
effectiveness of the work of accountants in 
a field of activity of which little is normal- 
ly heard. He also kept his large audience 
(approximately 300) in a simmer of 
merriment with stories of military life, 
many whimsically directed at Australians 
and the relationships between New Zealand 
and Australian soldiers. It may safely be 
said that no one enjoyed these sallies more 
than the Australians present. 

Incidentally, a word of advice may be 
given to Australian visitors who may be 
called upon to address a meeting in New 
Zealand. One sure way in which to get on 
good terms with a New Zealand audience 
is to tell a story or two about Australian 
‘*diggers.’’’ New Zealanders love them 
(the stories), and there is no reason why 
we Australians should not take a leaf out 
of the book of Scotsmen or Ford ear sales- 
men! 

It may also be worth mentioning that 
Australians are always called ‘‘ Aussies’’ 
in New Zealand. 

Keen as our enjoyment of His Excel- 
lency’s address was, it must nevertheless 
be admitted that his statement, towards the 
close of his speech, that ‘‘There’s never a 
dull moment with the Aussies,’’ left one of 
the Aussies present (myself, to wit) in a 
state of some embarrassment, since he had 
forthwith to enter upon a dull and highly- 
technical paper on Accounting and Price- 
level Changes. - However, the official com- 
mentators, Messrs. F. H. Way, of Sydney, 
A. M. Seaman, of Auckland, and J. H. 
Pickles, of Christchurch, as well as the 
several contributors to the subsequent dis- 
cussion, were merciful to the speaker, who 
had every reason to be gratified at jis first 
reception by a New Zealand audience, even 
though up to this stage he had not been 
aware of the predilection of New Zea 
landers for ‘‘ Aussie’’ stories. 
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The arrangements for the technical ses- 
sions differed somewhat from those at the 
Australian Congress. Papers were printed 
in advance, but were not circulated prior 
to the sessions at which they were to be 
delivered. Instead, members were handed 
a copy as they entered the hall, the paper 
was read in full by the speaker (or as 
much of it as was possible within the time 
limits), three invited commentators were 
allowed ten minutes each for comments, 
and the paper was then thrown open for 
general discussion for a period of approxi- 
mately one hour, each speaker being al- 
lowed a maximum of five minutes in which 
to make his contribution. 


At the Australian Congress, papers were 
circulated beforehand, and the speaker 
gave a summary of his paper instead of 
reading it in full. 


The contrast between the two methods 
is interesting. Neither of them is com- 
pletely satisfactory. If papers are circu- 
lated beforehand, it does not necessarily 
follow that they are read by the audience; 
and, since they are not read by the speaker, 
it may be that they are neither read nor 
heard by the majority of the audience. On 
the other hand, if papers are circulated 
and not read in full by the speaker, theor- 
etically more time is available for general 
discussion. On balance, after having heard 
all the technical sessions at both the Aus- 
tralian and the New Zealand conventions, 
I am inclined to favour the New Zealand 
method. Certainly it can be said that the 
quality of the comments from the invited 
commentators and of the general discus- 
sion on all the New Zealand papers was of 
very high standard, indicating that all 
those who contributed to the discussions 
had been able, during the reading of the 
papers, to follow the speakers through the 
intricacies of the complex subjects with 
which they dealt. 


The second technical session, on Friday 
afternoon, 24th February, comprised two 
papers and discussion thereon, on the sub- 
ject of taxation. Mr. A. J. Danks, Senior 
Lecturer in Economics, Canterbury Uni- 
versity College, an extremely attractive 
Speaker, dealt in a challenging manner 
with a general approach to taxation. To 


The Australian Accountant 


some, his devastating disavowal of so-called 
*‘principles’’ of taxation may have been 
startling, to others it may have seemed 
cynical, but it was doubtless deliberately 
provocative, and a provecative paper at an 
accountants’ convention is a delight which 
is all-too-seldom experienced. Mr. Danks’ 
paper deserves to be widely circulated 
among accountants in all countries. The 
second paper at this session was a criticism 
of income tax practice in New Zealand by 
Mr. C. C. Holland, of Christchureh, who 
is the new President of the Society. Mr. 
Holland’s paper was a thoughtful and 
penetrating piece of criticism of the illogi- 
calities of existing income tax legislation 
in New Zealand and of the wide discretion- 
ary powers given to the income-tax Com- 
missioner. The invited commentators were 
Messrs. C. A. Staples, of Auckland, L. M. 
Satterthwaite, of Dunedin, and G. H. 
Lloyd Davies, of Wellington. Each of them 
made apposite and useful comments, and 
the general discussion was interesting, par- 
ticularly because of the response to Mr. 
Danks’ challenge to the profession. 


On Friday evening the annual general 
meeting of members of the Society was 
held. By the courtesy of the President, 
the representatives of Australian institutes 
were present, and were all most interested 
in the proceedings, which lasted from 8 
p-m. until about 11.30 p.m. The Australian 
representatives were Mr. F. H. Way, Presi- 
dent of the Institute of Chartered Account- 
ants in Australia, Mr. H. W. Chancellor, 
Chairman, N.S.W. Division, Institute of 
Chartered Accountants in Australia, Mr. 
R. E. Gregory, President, Federal Insti- 
tute of Accountants, and myself, repre- 
senting the Commonwealth Institute of 
Accountants. 


Prior to the official business, an unusual 
ceremony took place. The New Zealand 
Accountants and Auditors Association, 
one of the ancesters of the New Zealand 
Society of Accountants,* has continued in 
existence since the foundation of the 
Society in 1908. Its members have now 
decided that it should be wound up. 
Its surplus funds are to be handed 
over to the Society, and, as a mark 
of its respect for the Society, a handsome 
presidential chain of office was presented 
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to the President of the Society by the 
President (Mr. J. Victor Macky) and the 
Registrar (Mr. J. M. Elliffe) of the Asso- 
ciation. The ceremony was referred to by 
one of the speakers as a marriage of the 
Association to the Society. In later 
speeches, metaphors became somewhat 
mixed, so that at one stage it appeared that 
the Society was marrying its parent! But, 
however it may be described, the ceremony 
was one of particular significance and even 
of envy to an Australian. Not only was 
the gift in itself a most handsome badge of 
office for Presidents of the Society to wear 
on official occasions, but, even more im- 
portant, it was an outward symbol of the 
spirit of unity and of orderliness in the 
organisation of the profession in New Zea- 
land. 

Two other features impressed themselves 
on the mind of this observer at least. One 
was the keen interest shown by members 
in the whole range of activities of the 
Society and the scope of the subjects on 
which many speakers dilated. Perhaps the 


greatest interest was shown in problems of 
education for accountancy—a most happy 
augury for the future of the profession 


in New Zealand. The other was the skill, 
patience, and dignity with which the 
lengthy proceedings were conducted by the 
President, Mr. R. D. Brown. While he 
maintained control of the meeting through- 
out, Mr. Brown was able to conduct it in a 
way which showed that both he and the 
large number of members present recog- 
nized that the Society belongs to its mem- 
bers, and that its annual meeting is the 
occasion on which members are free—and, 
indeed, should be encouraged—to express 
their views on its problems and its activi- 
ties. The meeting conclusively showed that 
the members of the Society no less than its 
officers are vividly aware of the responsi- 
bilities of the body which controls the pro- 
fession in New Zealand, and that the 
Society is a live institution which, if it 
continues to be activated by the principles 
on which it is founded, cannot fail to raise 
the status of accountants in New Zealand 
to its rightful level. 

By a happy arrangement, the technical 
proceedings were interrupted for a week- 
end round of social functions. On Satur- 
day morning, visitors to Auckland were 
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taken by local members on an all-day 
motor drive and picnic lunch to Parakai, 
Helensville, some 35 miles from Auckland, 
where tennis, bowls, and swimming (in hot 
mineral baths) were thoroughly enjoyed 
by a large attendance of members and 
ladies. The weather was gloriously warm, 
and a most pleasant day ended with a re- 
turn to Auckland about 6 p.m. In the 
evening, the Convention Dinner was held 
at the, Trans-Tasman Hotel. About 200 
members and visitors were present, and the 
function was most successful. After din- 
ner, an excellent programme of musical 
items, interspersed with toasts, was carried 
through. The toast of the New Zealand 
Society was proposed by His Worship the 
Mayor of Auckland and responded to by 
the President, Mr. R. D. Brown. 

Other toasts were Kindred Societies and 
Our Guests and Speakers (proposed in 
characteristically humorous vein by Mr. 
F. H. Harris, of Wellington, and respon- 
ded to by myself). 

On Sunday morning a special church 
service was held at St. Mary’s Anglican 
Cathedral, Parnell, and a Solemn High 
Mass at St. Patrick’s Cathedral. Many of 
the visitors attended one or other of these 
services. Others paid a visit to the home 
of Mr. D. H. Steen, a former President of 
the Society, where congratulations on their 
magnificent garden were showered on Mr. 
and Mrs. Steen. On Sunday afternoon 
visitors were taken on a scenic motor 
drive through the Waitakere Ranges to 
Redwood Park, Swanson, where afternoon 
tea was served by members of the Auck- 
land Accountant Students’ Society. 

Technical sessions were resumed on 
Monday morning, 27th February, after an 
official photograph of members attending 
the convention had been taken in Albert 
Park. 

Mr. W. K. Hutchens, of Christchureh, 
delivered the third paper, on Wage Incen- 
tive Methods and Profit-sharing Schemes. 
Mr. Hutchens, who is secretary of a large 
footwear-manufacturing coneern, showed 
himself to be an enthusiastic advocate of 
incentive methods, whilst aware of their 
pitfalls. Invited commentators were Messrs. 
R. E. Gregory, of Melbourne, J. Grierson, 
of Auckland, and E. O. Hunter, of Dune 
din. The comments and the subsequent 
discussion disclosed many _ interesting 
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shades of opinion and many differences on 
both the theory and practice of wage in- 
centives. 

In the afternoon, Mr. C. F. Jones, of 
Oamaru, formerly Secretary of Waitaki 
Electric Power Board and member of 
various power supply organisations, gave 
a paper on Aspects of Electric-power 
Board Accounts. Invited commentators 
were Messrs. J. Denford, of Christchurch, 
T. W. M. Ashby, Town Clerk of Auckland, 
and. R. T. Hookham, of Auckland. This 
paper was naturally rather more severely 
technical in its scope than the others, but 
it raised several controversial questions re- 
lating to such matters as depreciation, debt 
repayment, form of accounts, and defini- 
tion and determination of ‘‘profit.’’ Dis- 
cussion on the paper, like that on all the 
other papers, was on a high plane. 

At the conclusion of the afternoon 


session, the President’s Reception and 


Sherry Party to visiting members, wives, 
and guests was held at the Royal Empire 
Society’s Rooms. It was a happy occasion 


and a fitting prelude to what, to many, 
was the highlight of the week’s social fune- 
tions—the Convention Ball. The Ball was 
graced by the attendance of His Excel- 
lency Sir Bernard Freyberg and Lady 
Freyberg, and of His Excellency the Gov- 
ernor of Tasmania, Sir Hugh Binney, and 
Lady Binney. Those who were fortunate 
enough to be present were unanimous in 
their praise of ‘the arrangements which 
had been made by the Ball committee and 
in their appreciation of a truly wonderful 
night. The flower decorations, for which 
Mrs. D. H. Steen was responsible, were a 
delight to the eye. 

The fifth and last technical session was 
on Tuesday morning, when Mr. N. H. 
Chapman, of Wellington, gave a paper on 
Modern Developments in Auditing Prac- 
tice. Invited commentators were Messrs. 
H. W. Chancellor, of Sydney, E. D. Wil- 
kinson, of Auckland, and N. B. Fippard, 
of Hastings. Mr. Chapman was awarded 
in 1939 a travelling scholarship by the 
Incorporated Institute of Accountants of 
New Zealand, and from 1939-48 he gained 
valuable accountancy and auditing experi- 
ence in London. He is now resident-partner 
of Price, Waterhouse & Co., Wellington. As 
was to be expected, the paper was an in- 
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teresting and useful survey of modern de- 
velopments, and it evoked a good discus- 
sion. 


All good things come to an end: few of 
them end on such a pleasant note as did 
the convention. In the afternoon a Garden 
Party was held at Ellerslie Racecourse, 
where another large gathering enjoyed to 
the full the beautiful grounds, a continu- 
ance of the glorious weather by which 
Auckland had distinguished itself through- 
out the whole week, and the opportunity 
for further strengthening the friendships 
which had been made during the conven- 
tion. 


But, Po Atta Rau, the occasion inevi- 
tably proceeded to the point of a round of 
farewells, and all-too-soon the convention 
was a treasured memory, from which 
sprang the hope that some day it would be 
good fortune to attend another 
equally enjoyable. Equally, because it 
would not be possible to surpass the 
Society’s 1950 Convention, either in en- 
joyment or in interest. 


one’s 


For me, unlike most other visitors to 
the convention, this was not quite the end 
of my busman’s holiday. I had planned a 
short holiday tour in New Zealand; and, 
because my experiences on this tour bear 
closely on the impressions which I have 
brought away with me of the state of 
affairs in the profession there, it may be 
useful to add a few words about meetings 
with members of the Society in various 
places other than Auckland. 

Leaving Auckland on the morning after 
the convention ended, I went to Rotorua 
for a few days. While there, I gave a short 
talk on the 1948 U.K. Companies Act te 
members of the South Auckland District 
Branch of the Society. Some of the mem- 
bers had driven 60-odd miles to be present, 
and after the meeting had to drive home 
again. It is to be hoped that next day they 
thought it had been worth while, but the 
fact that they did is one pointer to the 
interest which members throughout New 
Zealand take in the Society and in profes- 
sional topics. From Rotorua, the next stop 
was at Napier, where I talked to a meeting 
of members on The Developing Responsi- 
bilities of Accountants. Here again, as in 
Rotorua and other places, keen interest and 
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real understanding of the subject were 
shown by the questions asked and by the 
discussion after the talk. 

Passing through Wellington, Nelson was 
reached next day. More dull moments 
with an ‘‘Aussie’’! Here another good 
meeting of members listened and contribu- 
ted freely to a discussion on Modern 
Balance-Sheet Structure. Next night, 12 
of the 19 members of the Greymouth sub- 
branch joined constructively in a talk on 
the Evolution of Accounting Standards; 
and, a few days later, 170 members of the 
Canterbury branch turned up to a lun- 
cheon talk on Education for Accounting. 
The tour ended in Wellington with a lun- 
cheon talk to the Students’ Society on the 
Structure of Company Financial State- 
ments and an evening talk to members on 
Accountancy as a Service to the Com- 
munity, each of them well attended. There 
were several other informal meetings with 
groups at the University Colleges in Auck- 
land, Wellington, and Christchurch, and 
an enjoyable and interesting luncheon dis- 
cussion in Auckland with the council of 
the New Zealand Institute of Cost Ae- 
countants, a small but energetic body 
whieh is affiliated with the Australasian 
Institute of Cost Accountants. 

At one place, the Branch Secretary, in 
a spirit of hyperbole, had described me in 
a draft notice of the meeting as ‘‘one of 
Australia’s outstanding accountants.’’ An 
inspired typist made it ‘‘outstanding 
account”’! 

Everywhere, the impressions gained at 
the convention were strengthened. Out- 
standing impressions are the spirit of unity 
in the profession in New Zealand, the com- 
parative orderliness of the organisation of 
the profession there, the close relationship 
between the Society and the University 
Colleges, the developing interest in the 
problem of education and training for the 
profession, and the conviction that, so far 
from resting content with what has already 
been achieved in all these respects, the 
Society and its members regard them as 
merely a foundation on which something 
much greater and finer is to be built. 

In New Zealand, there is little or no 
talk of the distinction between ‘‘profes- 
sional’’ and ‘‘commercial’’ accountants. 
Members of the Society come from both 
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the practising and the non-practising 
branches of the profession, and non-prae. 
tising members are encouraged to interest 
themselves in the Society’s work and to 
believe that it is their Society as well as 
that of their practising colleagues. The 
titles ‘‘Publie Accountant’’ and ‘‘ Regis. 
tered Accountant’’ are protected by law 
and reserved to members of the Society, 
Company audits may be conducted only by 
members. There is one body, and one body 
only, which can speak for the profession 
as a whole. 

The connection between the Society and 
the University Colleges is particularly in- 
teresting. The Society’s examinations are 
conducted by the University, subject to 
approval of examiners by the Society and 
to the ‘‘moderation’’ of papers by modera- 
tors appointed by the Society. In this re- 
spect, the relationship is not unlike that 
between the Commonwealth Institute of 
Accountants and several universities and 
technical colleges in Australia. If there 
have been signs of some dissatisfaction on 
both sides with details of the existing ar- 
rangement, these may be taken as evidence 
of the growing interest in educational 
problems rather than as deep-seated con- 
flicts. Certainly no suggestions are heard 
that the Society should set up its own 
examination procedure, and an official pub- 
lication of the Society urges students to 
take the B.Com. degree if they are in a 
position to do so. 

The Society is’ now endeavouring to 
have the subject of Economies restored 
to the examination curriculum, and the 
content of the purely accounting and 
law subjects has been revised. Recent 
negotiations for a University degree in 
accounting were not successful, but an 
Associate-Professorship in Accounting has 
been established in Auckland University 
College and an appointment made to the 
post. There is now talk of insistence on 
practical experience as part of the quali- 
fication for admission to the status of 
publie accountant, and this may be taken 
as an indication that it is recognized that 
education and training are both necessary 
—for public practice at least. In the col- 
leges, interest in the study of accounting 
theory and in accounting research has 
been awakened, and the Society also is 
anxious to promote accounting research t0 
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the best of its ability. The system of travel- 
ling scholarships which has been in opera- 
tion for some years is a most interesting 
experiment, which has already apparently 
produced satisfactory results. Finally, the 
profession in New Zealand is thinking 
about professional problems. Inevitably, 


the thinking is producing controversial 
proposals; but, so far as an outsider can 
judge from limited observation, the con- 
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troversies are all to the good. They should 
generate light rather than heat, and 
‘divine discontent’’ is surely to be pre- 
ferred to smug satisfaction with things 
that are. 

So, for an Australian who has been dis- 
contented for a long time with the state 
of the profession in this country, a visit to 
New Zealand and the opportunity of close 
contact with the profession there was a 
stimulating and gratifying experience. 


PROSPERITY 


R. A. 


by 


IRISH, F.I.C.A. 


(Being an address delivered at the Annual Meeting, Commonwealth 
Institute of Accountants, Newcastle Branch, on 
Friday, 17th February, 1950.) 


I have always found there is a certain 
fascination about words. The correct use 
of words is an important art, a lesson 
which was driven home to me quite early 
in my life. I found myself grappling 
simultaneously with the rudiments of 
geometry and Latin, and was not long in 
discovering that Q.B.D. was an abbrevia- 
tion for ‘‘Quod erat demonstrandum.’’ At 
the first available opportunity I affixed the 
full Latin quotation to my geometry prob- 
lem, and so unfortunately showed that my 
knowledge of Latin exceeded my know- 
ledge of geometry—a fact which an un- 
sympathetic master was quick to point out, 
for my solution was wrong. This taught 
me that one should always use words care- 
fully, and in their right place. 

Prosperity is a word which has a certain 
fascination about it. Have you ever 
thought how it almost invariably carries 
future implications? When you wish some- 
ohne every prosperity, you do not hope 
and pray that they will achieve a state of 
great affluence to-day and become bank- 
Tupt to-morrow! When you think of your 
Own prosperity or the prosperity of the 
nation, you think in future terms. The 


word envisages early success and a con- 
tinuity of it. It is a dynamic word which 
is close to humanity, to its hopes and its 
fears. It is a vital word in the world of 
business. Its lure causes us to strive. 

I chose this title deliberately because of 
these implications. We are each interested 
in our own prosperity, in the prosperity of 
an industry, in the prosperity of Aus- 
tralia, and, as it so happens, as account- 
ants we have a lot to do with the degree of 
prosperity which our country may attain. 

Not so long ago I read a phrase in an 
American magazine which impressed me 
deeply. The writer said that U.S.A. was 
“living in the midst of a prosperous re- 
cession,” a very Kappy and telling choice 
of words. What about Australia? All 
thinking men in our community may 
question whether we are not on a wave 
which is generally described in surfing 
circles as a “dumper.” The query that 
follows is, though Biblical in origin, very 
pertinent to the issue—‘*‘What then must 
we do to be saved ?’’ 

In analysing the prospects of pros- 
perity it is almost trite to say Australia 
is riding on the sheep’s back. The worry 
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is that the sustained and unprecedented 
level of wool prices has caused many 
people to think that they are permanent, 
to overlook the impact on the national 
income and on commercial activity if 
wool prices should drop by, say, 25 per 
cent. The general aura of prosperity has 
caused many industries to expand on a 
big scale, but it remains to be seen 
whether some of them are merely cater- 
ing for transitory demand. It remains 
to be seen how some will survive the full 
impact of overseas competition which is 
just coming back again to pre-war 
vigour, and what will be the result if the 
overseas exchange rate is varied? Some 
industries may be saved by the fresh 
markets created by immigration, ‘but in 
a lecture which seemed to engender hope 
and optimism, I am sorry to intrude a 
note of warning. Australia has a popu- 
lation roughly the same as the cities of 
London and New York. Our industries 


must largely depend on local markets, 
and this means competing with overseas 


manufacturers who have much bigger 
output. Just how economically wise and 
sound, how permanent, are some of the 
projects which we see developing at this 
time? 

It appears, then, that as the guardians 
of industrial finance, accountants need to 
be very sober in their judgments, to 
build soundly for the future, to take an 
interest in prosperity, for if we are 
efficient in our industries there need be 
no fear of overseas competition. 

It is not without significance that coun- 
tries have never reached industrial emin- 
ence and financial stability wherever the 
science and technique of accounting have 
lagged in development. Compare U.S.A. 
and India, for example. Note how 
Britain, with a renaissance in its account- 
ancy profession, has again made a bid for 
its one-time supremacy. 

Many Australian industrial undertak- 
ings are now so large that they are too 
big to risk any failure. It does not need 
much imagination to picture the distress 
which would ripple through our com- 
munity if any such business should close 
its doors. If Australia is to achieve in- 
dustrial strength, accountants cannot live 
in the past. They have a duty to keep 
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abreast of our science and art, to under- 
stand and to use the new tools which are 
being forged every day for our craft. 

I cannot omit the view that it is a 
grave disservice to yourself, to the pro- 
fession and to the business community if 
you fail to read widely about your call- 
ing. How many make the effort to study 
new texts, to scan overseas journals and 
so on to ensure they are up to the mark? 
How mariy are prepared to abandon old 
habits and adopt the new? How many 
really study and apply those things they 
read? As Edmund Burke said: “To read 
without reflecting is like eating without 
digesting,” yet we find after many years 
that such statements as “Recommenda- 
tions on Accounting Principles” are still 
not universally applied. 

But this is not all! We need more and 
more to come together to discuss our 
reading, to exchange our views and our 
experiences more freely, for everyone 
gains if we do. Still more important is 
the need to be actively and sincerely 
interested in accounting research, and 
not merely to the extent of rehashing 
overseas literature which characterizes so 
much of our work in this field. We need 
a high degree of original thinking, for 
Australia has its own peculiar problems, 
both now and in the future. 

I do not want to infer, even remotely, 
that what is old and tried is bad, that 
what is new is good. Neither of these 
approaches is sound. What must be un- 
derstood is that accountancy is a servant 
of society, and that it must adapt itself 
to changing conditions. What may have 
been good ten years ago may be quite 
unsuitable to-day, and what may be good 
to-day may be outmoded next year. It 
must be understood, too, that there has 
been a lot of research into accounting, to 
the detriment of some of the concepts we 
had come to revere like the Ten Con- 
mandments. Accountancy has progressed 
and will continue to do so, and none can 
afford to be left in the wake of the ship. 

In this process of introspection, we 
must never lose sight of one fundamental 
matter. We must be sure to retain public 
confidence in our accounts. By this I do 
not mean published balance sheets only, 
an aspect which has been discussed 
almost ad nauseam. I include any account- 


(Continued on page 189) 
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ing data, down to the simplest cost state- 
ment; in all these we must not mislead or 
distort; we must give a clear and truthful 
picture. There is a lot of psychology here 
because the public (and that includes 
business men) accepts what we say, and 
a lot of our commercial stability is centred 
in this confidence. Mr. Justice Wright put 
it very aptly in the Royal Mail case: ‘‘If 
it becomes known to the world that balance 
sheets of companies are not things which 
“an be relied on, that is a very serious 
matter for the national affairs and com- 
mercial affairs of this country.’’ 

For this reason alone we have to be 
very sure of devices, whether new or old, 
which may distort the picture. Thus, for 
instance, there has been a lot of talk 
about problems of currency inflation, 
about the unreality of post-war balance 
sheets, about the problems of replacing 


assets and so on. Generally it is sug- 


gested that depreciation should be based 
on replacement values, that profits should 
be re-expressed to delete the effect of 


movements in the value of money. The 
arguments appear convincing and realis- 
tic, but as a matter of fact it is a lot of 
specious theory which cannot be put to 
practical use. 

Let us look at the problem a little more 
closely. It runs after this fashion—a unit 
of plant cost £1,000 in 1939, its useful life 
being set at 15 years. Its estimated re- 
placement cost is £1,750. The contention 
is that the additional £750 should be pro- 
vided from current profits to ensure 
maintenance of productive capacity. 

The first defect in this theory is that 
businesses very rarely replace a unit with 
an exactly equivalent unit. Usually the 
new unit is an improved version of the 
original, is perhaps more productive or 
more automatic in operation. In many 
businesses, the type of product or its de- 
sign may change, and the new product 
may eall for quite different machinery. 
It should be clear that the theory is 
realistic only where a business is of such a 
kind that it replaces an existing unit 
with an exactly identical unit, and there 
are not too many of those businesses. 

Next we must query whether the 
theory would be applied if prices moved 
in the opposite direction. Suppose the 
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new unit costs only £600—what happens 
then? 

There are many grounds for attack on 
this theory, but one more will suffice for 
my purpose. Depreciation is not charged 
against profits to provide a fund for re- 
placement. That is-a result, not an ob- 
jective. The real purpose is that, in 
periodical accounting, assets commonly 
described as fixed assets have to be 
charged off over the years they benefit. 
Fixed assets may be said to be a store of 
deferred costs, and depreciation account- 
ing is simply an allocation of such costs to 
time periods. If replacement values enter 
in, why not re-express a charge for 
stationery or telephone, ete., at a figure 
different from its cost? Just because an 
expenditure may benefit more than one 
accounting period is no excuse for stating 
it at something other: than cost. 

Obviously the theory confuses finan- 
cial policy and the logical basis of ac- 
counting. I touch on it at some length, 
partly to stress the need for close analy- 
sis of some of the new theories, and 
partly to emphasize that prosperity does 
not rest in using this device. Actually, 
we would create extreme uncertainty 
where some element of certainty exists 
to-day. That is why we have to be ecare- 
ful, for we must not do things which will 
cause the public to lose confidence in us. 

With this background, let us see what 
we can do to help prosperity. Training, 
research and experience are necessary 
tools, but they need to be supplemented 
by a state of mind which amounts to 
being more than a mere _ bookkeeper. 
Accountants are. prone to be too figure- 
conscious, too wrapped up in their tech- 
nical exercises. We forget the human 
factors which influence business activity, 
and all too often we look at our data 
purely as an assembly of nice figures de- 
void of any constructive value to business 
prosperity. 

There are several constructive fields of 
endeavour at least: 

(a) The provision of clear annual ac- 
counts and reliable interpretation 
of them. I am rather and 
tired of reading that annual ac- 
counts are required for share- 
holders, bankers, employees, econo- 
mists, creditors and so forth, but 
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Prosperity—continued called cost accountants are only 


I am not any the less conscious of 
the social importance of account- 
ing documents. Unquestionably, if 
these accounts are prepared on un- 
sound bases, if they transgress ac- 
cepted rules of accounting, they 
are sabotaging prosperity. There 
is another little sin, however, 
which is much more insidious; I 
refer to undisclosed conservatism. 
Accountants have a duty to-day to 
persuade their clients and their 
employers to be financially wise, 
to avoid excessive dividend pay- 
ments, to provide for a rainy day 
—but this should not be achieved 
by stealth. I am all in accord with 
cautious accounting judgments, 
but I don’t like distorted or falsi- 
fied figures. How ean anyone plan 
for the future if the basic data is 
untrue? Clear annual accounts are 
an essential ingredient for the best 
direction of our energies. 

Even so, it is not much good 

having clear and_ irreproachable 
accounts if the accountant does 
not make valid interpretations of 
them. What is the use of compar- 
ing this year and last year? What 
use is it to compare figures with- 
out unearthing the reasons for 
their movements? We ean all 
learn a lot more about scientific 
interpretation, we need to learn it, 
and fast. 
A great deal has been said in re- 
cent years about cost accounting 
and foreeasting. I trust I shall be 
pardoned for bracketing them; the 
reason is that they are both spe- 
cialized tools of management. This 
is a field where industry is entitled 
to ask us to know a great deal 
more than we do. As industry 
grows, so its demands will become 
more and more acute. Here again 
we often find a _ pre-occupation 
with figures to the exclusion of 
constructive business effort. 

I would say that purely histori- 
eal statements of cost are useless, 
and if the system will provide no 
more than that we might as well 
save the expense. Too many so- 


eost clerks. They are recorders, 
and no intelligent data for future 
use can be got out of them. We 
must understand that managers 
are not interested in post mortems, 
though they re intensely inter- 
ested in drawing lessons from past 
experience if they are so made 
aware of weaknesses and can ree- 
tify them. 

Here, perhaps more than any- 
where, accountants hold the key to 
prosperity. They have the tech- 
nical skills which permit more or 
less reliable predictions. If the 
cost accounting is not intelligent 
and reliable, if forecasting is not 
wise and far-sighted, the business 
may be quickly driven  uwunder- 
ground. Cost accounting and fore- 
casting are indispensable aids to 
good management, and, if they 
were not, we might seriously do 
without them. 

It may seem strange that after 
my earlier incursion to the field of 
economics, I should now suggest a 
duty to provide reliable data for 
national statistics. I confess I 
don’t know exactly how this may 
be done, but a start has to be made 
sometime. Some may say there is 
too much Government regimenta- 
tion and that the less the Govern- 
ment is told the better. Everyone 
who loves freedom will agree, but, 
on the other hand, it is a wise 
general who takes stock of his 
army before commencing the on- 
slaught. Our industries are becom- 
ing large units with a mandate for 
freedom of enterprise so long as 
they do a good job for the com- 
munity, but Australia no longer 
lives in its own backyard. Changes 
in communications, world trading 
problems and so on mean that we 
must be very conscious of our 
strength to survive overseas con- 
petition. We need business statis- 
tics badly — individual industries 
need them, the nation needs them 
—and we can direct our energies 
to the best advantage only when 
we have them. U.S.A. may well 
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Prosperity—continued 


be described as the home of private 

enterprise; it happens to have 

highly developed statistical infor- 

mation and that is not mere coinci- 

denee. To avoid ill-fated ventures, 

to plan ahead, Australia needs the 

accountant’s help in this area very 
badly indeed. 

Lastly, if we pursue our course 

vigorously, we can fit ourselves to 

do something worthwhile in the 

formation of the country’s laws, 

such as taxation and company law, 

both of which have a big bearing 

on prosperity. This we can do if 

we enjoy the public confidence 

and its respect for our competence. 

You will see readily that the prosperity 

of business depends on these things and 

so depends on able accountants. Should 

we be merely mechanics, we fall far short 

of our duty, and progress must suffer. 

The whole problem of the future de- 

mands higher and still higher standards 
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of accounting in its various phases. It 
challenges us to break away from the role 
of bookkeeper and to take a constructive 
part in building the prosperity of our 
undertakings. Winston Churchill ap- 
pointed a Minister of Post-War Recon- 
struction shortly after Dunkirk. He told 
the House of Commons what the new 
Minister’s duties were and interpolated 
that some would think he was to design 
a new order or a new heaven. He added 
that that would presuppose he should 
create a new hell to give it balance! 

I do not suggest that accountants are 
men of power holding the destiny of the 
nation in their hands. I do not assert 
they can create either a new heaven or a 
new hell, but I do assert very strongly 
that their actions can have a big influence 
on the future course of the nation’s pros- 
perity. 

That is the challenge, and one that we 
must accept or cease to be a profession. 
It is a direct charge on every one of us, 
for the worth of a profession is the worth 
of the members comprising it. 





WHY DO WE NEED ACCOUNTANTS? 


by 
J. E. F. Hewitt 


address delivered by 


(An 


th 


e President of the Ballarat 


Branch at the Annual Meeting of members on 13th Feb., 1950) 


Some time ago I was watching a football 
match. It was an important game, as the 
standing of the two teams in the pennant 
race depended on the result. The score 
was level with but a few seconds left to 
play, then, just as the final bell was ring- 
ing, a mark was taken right in front of 
goal. It was a close decision for the umpire 
to make, but he chose in favour of the 
player, who kicked the winnirg goal for 
his side. 

I couldn’t help remarking how much de- 
pended on the decision of the umpire and 


how readily it was accepted. It could only 
be because he was recognized as a man 
who knew the rules of the game, and who 
was on the spot, and would report fairly 
and fearlessly what he saw. The competing 
teams accepted the decision, as did the 
public, because they believed in the com- 
petence, the integrity, and the indepen- 
dence of the umpire. 

The practising accountant must have 
these attributes, too. He must be trained 
in techniques and he must observe the 
rules of the game. He must observe what 
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Why do we Need Accountants?—continued 
goes on, he must find out what has hap- 
pened, and he must report fairly and fear- 
lessly what he finds. 

But something else is needed, too; the 
most careful piece of work and the most 
informative report are valueless unless the 
reader has confidence in the man who 
makes the report and the work he has 
done. 

It is this belief in the competence, in- 
tegrity, and independence of the practi- 
tioner which gives foree and meaning to 
the accountancy profession. 

Unlikerthe umpire, however, the account- 
ant has no authority to implement his 
findings. Faith, not force, must sustain 
them. 

The confidence our profession has built 
up over the years is all the more valuable, 
but it is all the more vulnerable. 

It is a precious heritage which we must 
ever be on our guard to protect and sus- 
tain. 

The function of the public accountant 
in the community is to help promote the 


confidence necessary for the smooth run- 
ning of our business economy—confidence 


between borrower and lender, between 
debtor and creditor, between management 
and shareholders, and between buyer and 
seller of securities. 

In all these fields the value of our ser- 
vices has been demonstrated, and it is now 
recognized almost universally. 

We are also playing an important part 
in the relations between business and gov- 
ernment. 

Changes from wartime to peace-time 
pursuits have been followed by dislocation 
and unrest. 

Improved products and _ improved 
methods of producing them have been de- 
veloped during the war, great technologi- 
cal strides have been taken, and these 
changes have been accelerated by the pres- 
sure of national emergency. 

Dissentions between management and 
labour have been minimized during the 
last few years, but changing conditions 
will bring in their train many difficult 
problems, and these must be faced and 
must be solved. 

The benefits of new inventions and new 
and improved products and processes, of 
labour-saving devices—the fruits of pro- 
duction as they have been called: these 
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must be divided among the varied groups 
making up the nation. The man who risks 
his capital wants his share, and the man 
who runs the business or the farm wants 
his share; labour is also entitled to its 
share, and the consumer should also be 
given a share in reduced prices if possible. 
Government, too, requires its portion. 

If we are to have a prosperous nation 
and economie stability, the division must 
be on a basis which is fair to all groups. 

How to do it and how to reach agree- 
ment in a demonstrative way are the cru- 
cial problems facing us as the dawn of a 
new era breaks. 

The democracies are firmly committed to 
a system of private enterprise. They are 
concerned that personal freedom is safe- 
guarded best by a system in which workers 
can select among a wide variety of job 
opportunities offered by numerous enm- 
ployers. 

They believe in a mixed system in which 
economic decisions are widely diffused—a 
system in which production is mainly by 
private enterprise, but which the State, by 
adequately supplying those needs which 
it alone can serve, is able to act as a bal- 
ance wheel to the economy. 

In the countries in which social reform 
is the farthest advanced, newer ideologies 
have least chance of gaining ground. 

What part can accountants play in the 
solution of this question? Experience of 
the past, I think, points to accountancy as 
a valuable tool for settling just such prob- 
lems. It has been the primary factor, for 
example, in the fixing of utility rates fair 
to both producer and consumer, in the 
establishment of costs and profits under 
post-war contracts, and in the determina- 
tion of taxable income and taxes. 

A policy having been agreed upon, by 
legislation or otherwise, the difficulties 
have resolved themselves largely into de- 
veloping and reaching agreements as to 
what are the underlying financial facts. 

And that is just what accountancy is 
for. Many of the past disputes between 
labour and capital, like many of the differ- 
ences between government and the tax- 
payer, and between producer and con- 
sumer, have resulted from lack of agree- 
ment as to the underlying facts. Such dis- 
putes have too often been characterized by 
more heat than light. Each group wishes 
for and is entitled to its fair share of the 
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Why do we Need Accountants?—continued 
consumer’s money, but the different 
groups often have not known how much 
there was to divide or what share had been 
given to them. 

Reasonable men can always reach a logi- 
eal conclusion if they start from the same 
premises. It seems to me that we, as ac- 
countants, are in a position to make our 
contribution by throwing more light on the 
subject; by developing and reporting the 
financial facets in the most useful manner 
so that a common starting point for dis- 
cussion is possible. 

To accomplish this, the form of financial 
statements may require to be changed, or 
special statements may become necessary. 

Our reports can only be useful, however, 
if they are prepared on a truly impartial 
basis, and even then—more important— 
only if those who use them believe the pre- 
sentation to be fair and have confidence in 
the figures supplied. 

One of the responsibilities of the pro- 
fession—in fact one of the distinguishing 
marks of a profession as such—is to ren- 
der service to the public and the com- 
munity over and above and beyond that 
called for by service to our clients. 

As the accountancy profession grows 
older and increases in number and influ- 
ence, we have been taking a more active 
and articulate interest in those phases of 
public affairs on which our training gives 
us particular qualifications to speak. 

We must continue to do this, and to 
place the public welfare above the narrow 
interests of ourselves or others who may 
be affected. 

The future points to the need of the 
establishment of greater confidence and 
fuller co-operation between the larger 
groups in our national economy. Confi- 
dence can flourish only if based on the firm 
foundation of established facts. 

If, by developing and reporting facts, 
Wwe can promote confidence in this wider 
field, as we have in the field of business, 
our sphere of service will be enlarged and 
Wwe shall have found a most useful and 
honourable place in this changing world. 

No profession can be stronger than its 
personnel. 

It is axiomatic that public accounting, 
a a profession, can go no higher than the 
capacity of its practitioners permits. 
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To take full advantage of its future op- 
portunities, the accountancy profession 
must attract good men—select good men, 
educate them, train them, and test their 
qualifications. 

If the public is to rely on the judgment 
and integrity of the accountancy profes- 
sion, the public will demand that high 
standards of technical performance and 
professional conduct be maintained to pro- 
tect the public’s interest. 

These must be objective standards—that 
is, standards of accounting, auditing, and 
professional behavior to which all members 
of the profession are required to adhere 
regardless of whim or caprice. 

These standards should be prescribed by 
the profession itself and be enforeed by 
a strong system of self-discipline. 

Personnel, professional standards, and 
public relations are the three main pillars 
of the profession. They must be streng- 
thened and maintained if public accoun- 
tants are to find the widest opportunity 
for the highest type of public service. 

Who is going to do this work? 

The professional societies are the only 
available instruments with which public 
accountants of Australia can act collee- 
tively. No institute can do the whole job 
without the other. 

What is needed is a full co-ordination of 
effort, based on a specific, agreed-upon pro- 
gramme and a continuous day-to-day inter- 
change of information. 

The accountancy profession has come a 
long way in a short time. It seems to be 
destined to future opportunities greater 
than those of the past. It must strengthen 
itself to meet new’ demands successfully ; 
to accept with confidence any challenge to 
test its mettle. 

In strengthening its standards and its 
public relations there is a tremendous 
amount of work to be done, and there is 
not much time to lose. 

Accountancy must be now recognized as 
taking an essential place in law, govern- 
ment, business, and, of course, economics. 
I think there is a great opportunity in the 
field of education if those responsible will 
recognize that accountancy is a great force 
in the whole social structure. To-day is 
the era of the accountant, with all that this 
entails in the way of opportunity and 
responsibility. 
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CORRESPONDENCE 


Status of Fellow 
To the Editor, 


In recent years considerable discussion has taken place on the question of the 
desirability of new entrants to the profession being trained in the several univer- 
sities of the Commonwealth, with the object of achieving a uniform and perhaps 
higher standard of instruction. 

It has also. been suggested that the growing and complex problems of indus- 
try to-day make it essential that accountants should have wider knowledge than 
they have hitherto been required to possess. 

Would it not, therefore, be desirable to follow the policy of the universities 
and other professional bodies, which require their graduates and members to pass 
higher examinations before attaining a higher status? These organizations do not 
grant higher degrees either by effluxion of time or by the possession of a successful 


practice. Higher degrees at the universities are granted only as the result of 


further studies followed by examinations and/or the writing of a thesis. The In- 
stitute of Actuaries, London, has a prescribed course of study and examinations 
for the status of associate; to attain the fellowship a further course of study must 


be undertaken and examinations on the prescribed subjects must be passed. 
It is submitted that the adoption of this practice would bring the Common- 
wealth Institute of Accountants more into line with other professional organiza- 


tions and raise the status of its diplomas. 
‘* ASSOCIATE. ”’ 


To the Editor, 

In the February, 1950, issue the editor of the Students’ Section announces the 
laudable programme of including in his section model answers to examination papers 
of the Commonwealth Institute of Accountants. There is little doubt that these will 
prove helpful to students preparing for the Institute’s examinations. 

But some of the flavour of this delicacy is lost when the now apparently tradi- 
tional emphasis is placed upon the unofficial nature of the answers: ‘‘The opinions 
expressed in these answers are not to be taken as official nor in any way represent- 
ing the views of the Board of Examiners.’’ I have wondered for a long time now why 
there should not be official answers available for the use of students. In the account- 
ing papers in particular, the examiners must surely use official solutions for marking 
at least the problems, and, once an examination is over and the results published, | 
cannot think of any valid reasons why these could not be made public. As an 
examiner in accounting in another sphere, | have made such solutions available to 
students seeking them, and at the last refresher course for commercial teachers of 
the Education Department an exposition of the ‘‘official’’ solutions to Leaving and 
Matriculation papers was greatly appreciated. It was, of course, necessary to point 
out that, while the solutions presented were official, they were not to be regarded as 
sacrosanct, and that reasonable alternatives were permissible and accepted. Up to 
date the heavens have not fallen as a result of this publication of solutions. - 

If the editor of the Students’ Section could prevail upon the examiners of the 
Institute for which the Australian Accountant is the official journal to make available 
their official solutions (where used), he would, I believe, obtain the sincere gratitude 
of all candidates of these institutes. As an argument in his negotiations with the ex- 
aminers he might point out that it is perhaps time that the policy (or doctrine) of 
disclosure which has in recent years become a popular feature with examiners, 
should in strict justice and consistency be applied to the examinations themselves. 
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CORRESPONDENCE 
To the Editor: 

The non-practising members of the profession, especially will hail the article by 
Mr. C. R. B. James in the January issue of the Journal. For too long has an 
imaginary line of demarcation been drawn between practising and non-practising 
accountants, and some members of the practising ‘‘branch’’ have been mainly 
responsible for it. 

Unity within the profession is essential. Franklin once said of an organization 
that ‘‘if its members hang apart, they will HANG together.’’ The allusion is not 
relevant altogether, except to emphasize the old adage that unity is strength. 

I hope that members of the profession generally will heed the views expressed 
by Mr. James and other far-seeing men, and admit without reservation that members 
of recognized Institutes are all of the one great profession. In unity and by active 
co-operation only can we hope to earn and retain the recognition which our 
profession warrants. 

KENNETH C. AULD, P.1.C.A. 





COMMONWEALTH INSTITUTE 
OF ACCOUNTANTS 


Address given by J. Vivian Wood, F.I.C.A., at the Twenty-eighth 
Annual General Meeting of Members of the Queensland Division 
at the Commercial Travellers’ Club, Elizabeth Street, Brisbane, on 


Monday, 13th March, 1950. 


Gentlemen, in the absence of our Presi- 
dent, Mr. E. G.*Manson, it is my privilege 
and pleasure to move the adoption of the 
Report and Accounts, which have been cir- 
culated to all members. Before doing this 
I shall make a few comments regarding 
our activities during the year under re- 
view. In particular I intend making some 
general remarks about our educational 
standards, and after Mr. McInnes seconds 
this motion you will have an opportunity 
of expressing your views on this matter 
or on any other aspect of our activities. I 
hope you will not hesitate to take full ad- 
vantage of this opportunity, because only 
by full and free expression of opinion at 
these meetings can your Council truly 
represent you and further the interests of 
this Division and of the Institute gener- 
ally. 

I do not propose making any comments 
regarding our finances nor about our stu- 
dent activities; Mr. McInnes will deal with 
these matters, and it is particularly appro- 
priate that he should say something about 


student activities, because he has for a 
number of years taken a very keen and ac- 
tive interest in the promotion of student 
groups. The achieved 
with these groups is almost entirely due to 
Mr. McInnes’ efforts. 

Before continuing further I would like 
to express the Council’s appreciation of 
the services rendered to the Institute by 
our President, Mr: Manson. Mr. Manson 
has given inyaluable and unselfish service 
to the Institute for 28 years: in the early 
years as State Registrar, later as a Coun- 
cillor, and since March last year as State 
President. He was looking forward to ad- 
dressing you to-night, but last Thursday 
his medical advisers ordered otherwise. 
However, I am glad to inform you that 
Mr. Manson is assured of an early and 
complete recovery from his present dis- 
ability. 

You will have noticed in the Report 
that, after representing the Queensland 
Division on General Council for ten years, 
Mr. C. D. Wrigley did not seek re-election. 


discussion suecess 
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Commonwealth Institute of Accountants—cont. 


To the printed remarks of appreciation I 
would like to add that in addition to the 
time and work Mr. Wrigley has given to 
General Council matters, his knowledge 
and experience of Institute affairs has been 
a source of constant strength and guidance 
at the Council table. The Council is con- 
fident that our Immediate Past State Presi- 
dent, Mr. John Devitt, will prove a worthy 
successor to Mr. Wrigley on General Coun- 
eil. 

The year 1949 was one of the most inter- 
esting and progressive years this Division 
has enjoyed. Our membership increased 
by 24 to 324. Previously, for some years, 
our progress, judged by membership, had 
been sluggish. This was because of the 
number of prospective members absent on 
war services for about six years. 

The highlights of our year were the 
Congress of Accountancy arranged by the 
various accountancy institutes and held at 
Sydney in November, and the visit to Aus- 
tralia, under the auspices of the Institute, 
of the eminent English accountant, Mr. F. 
Sewell Bray. His lecture delivered in Bris- 
bane attracted a large audience and stimu- 
lated considerable interest. This lecture, 
and his other lectures delivered elsewhere 
in Australia, will later be available in book 
form. Similarly, the lectures, commen- 
taries, and proceedings at the Congress 
will be shortly available in a compact form. 

One of the immediate fruits of Mr. 
sray’s visit and of the Congress proceed- 
ings has been the stimulation—at least in 
Brisbane, but I] believe also in southern 
cities—of vigorous discussion and strong 
expression of opinion regarding the status 
and function of the accountant. 

Some accountants have expressed the 
view that the lecture delivered here by Mr. 
Bray, and also the lectures delivered by 
others at the Congress in Sydney, were on 
too high an academic level to be of assis- 
tance to the operative accountant, who was 
seeking means of improving his technique 
in order to extend to his clients or to his 
employer more efficient accountancy ser- 
vices. These realistic accountants—I think 
they would regard themselves as such— 
tend to the belief that the accountant’s 
function is to produce quick and accurate 
reports on the financial position of their 
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clients or employers, and that the contri- 
bution of the economist towards this end 
has been small and often confusing. 

Other accountants, who, for the sake of 
convenience, we can call the new-realistiec 
aecountants, consider that the ‘‘realistic’”’ 
accountants are not truly realistic, because 
accountancy, if it is to maintain its claim 
to a high professional status, must aim at 
something more than mechanical efficiency 
in producing final accounts. Furthermore, 
the new-realistic accountant asks such per- 
tinent and practical questions as: ‘‘ How 
can one who is merely an expert technician 
in the mechanical sense decide how much 
‘apital an undertaking has used up during 
any particular period ?”’ 

I think both these schools of accountancy 
thought have a case to make, and I have 
attempted only to indicate their views 
broadly and perhaps with some exaggera- 
tion—certainly, of necessity, incompletely. 

This leads me directly to the matter of 
examinations and _ entrance standards. 
Under the Public Accountants Registra- 
tion Act of 1946, those practising as public 
accountants in Queenslane were given up 
to March, 1951, to register without exami- 
nation, provided they had completed suc- 
cessfully the examinations of one of the 
established accountancy institutes. Those 
who were not practising could obtain pro- 
visional registration on the same _ basi: 
Those who had not completed their exami- 
nations by March, 1951, would be required 
to pass an examination prescribed under 
the Act. During 1949 this Act was amen- 
ded to provide that where all examinations 
had not been completed by March, 1951, 
credit may be given for such examinations 
completed. After March, 1951, it is under- 
stood that the Board appointed under the 
Act will conduct its own examinations, 
probably in conjunction with the Univer- 
sity of Queensland. The Commonwealth 
Institute of Accountants conducts exami- 
nations for the purpose of énsuring certain 
minimum standards of accountancy know- 
ledge, not as a source of revenue. The In- 
stitute’s concern regarding the contem- 
plated Accountancy Board's examination 
is that the standard should be sufficiently 
high to prevent any lowering of profes- 
sional standards of education, and also 
high enough to qualify successful examin- 
ees for admission to our Institute. 
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Commonwealth Institute of Accountants—cont. 

Linked up with examination standards 
is the question of entrance standards. In 
Queensland,. exemption from the Insti- 
tute’s Preliminary Examination has been 
granted when the applicant has passed the 
Junior University Examination. Last 
April, General Council decided that as 
from January 1, 1952, the entrance stan- 
dard shall be raised to Leaving Certificate 
standard. Mr. Devitt will have something 
to say to you regarding this raising of 
standards. 

For the Queensland Division of the In- 
stitute, 1949 was an interesting and pro- 
gressive year, but many of our members 
engaged in commerce and in governmental 
work appear to consider their activities 
and responsibilities in relation to the pro- 
fession of less importance than those of 
their practising brethren. Your. Council 
feels that, as a consequence, these ‘members 
are not making the contribution to the 
profession that their special experience in 
commerce and government qualifies them 
to make. The maintenance of high pro- 
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fessional standards should be of no less 
importance to these members than to the 
public accountants, and we do hope they 
will take a keener interest in Institute 
affairs and make fuller use of the facilities 
and benefits available to them. 

The President asks me to express his ap- 
preciation of the help he has received from 
members of the Council during the year, 
and for the time and energy they have de- 
voted to Institute affairs. Also, | have very 
much pleasure in conveying to Mr. Amies, 
our State Registrar, the sincere thanks of 
the President and all members of the Coun- 
cil for his untiring and enthusiastic assis- 
tance and guidance throughout the year. 

The President particularly asks that 
through this address I extend greetings 
and good wishes to those country members 
who are unable to attend this meeting. 

Gentlemen, I have pleasure in moving 
that the Report and Accounts for the 
Queensland Division of this Institute for 
the year ended 31st December, 1949, as 
tabled, be adopted, and I call on Mr. R. A. 
MeInnes to second the motion. 





LEGAL SECTION 


Edited by 
J. M. GREENWOOD, LL.B., F.I.C.A. 


DEATH DUTY WHEN SETTLED PROPERTY PASSES 


The ‘widespread net cast by the Com- 
mnonwealth to catch Federal Estate Duty 
includes “property comprised in a settle- 
ment made by the deceased person under 
which he had any interest of any kind for 
his life, whether or not that interest was 
surrendered by him at any time before 
his decease.” Such property for the pur- 
poses of the Estate Duty Assessment Act 
is deemed to be part of the estate of the 
deceased (s. 8 (4) (c)). 

Under his will, one of a testator’s 
daughters (Mrs. Weston) became entitled 
‘0 a two-thirteenths interest in the re- 
siduary estate subject to a direction that 
the share of a daughter should not vest 


until she should attain the age of 40 years 
or marry under that age. There was also 
this further provision: ‘‘and it is my will 
and desire that the share in my trust estate 
of every daughter ... who shall be married 
at the time of my decease or shall be 
about to be married under the age of 40 
years shall be by deed settled and assured 
upon her and her children, and so as to 
be free from the debts or control of any 
husband and in such way and manner as 
my trustees shall in the discretion of my 
trusees appoint or think best, but so never- 
theless as not to deprive any such daughter 
of the annual income arising from her 
share during her life.’’ 
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Legal Section—continued 

Pursuant to this clause, an indenture of 
settlement was executed by the trustees of 
the will and was subscribed by Mrs. Wes- 
ton and her intended husband as well. 
This settlement provided that the trustees 
should stand possessed of Mrs. Weston’s 
share upon trust to pay the income to her 
for life, she to have a power of appoint- 
ment to take effect after her death. Mrs. 
Weston died on 29th December, 1937, and 
the Commissioner of Taxation claimed 
duty in terms of s. 8 (4)(c) of the Act on 
the value of the property which passed 
under the settlement. It was unanimously 
held by three Justices of the High Court 
(Latham, C.J., Rich and Dixon, JJ.) in 
West v. F.C. of T. (not yet reported) that 
this section was inapplicable, despite the 
fact that Mrs. Weston had executed the 
indenture, because the title to the property 
settled was in the trustees’ hands and 
they made the settlement in accordance 
with an imperative trust created by the 
original settlor. It was the trustees, and 
not Mrs. Weston, who made the settlement, 
she only having a life interest and not 


being in a position to make a settlement of 
any of the trust property. 

Dixon, J., was prepared to exclude, as 
well as the assets which passed on Mrs. 
Weston’s death and the income accruing 
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from that date, a sum of £1,544 represent. 
ing the deceased’s share of unapplied in- 
come in the hands of the trustees at the 
date of his death on the ground that under 
the father’s will it became an accretion to 
corpus and part of the share directed to 
be settled. The appellants, however, did 
not think it worth while to contest this 
item. 

The judgment in this case is consistent 
with that given in Brown v. Cr. for 
Stamps (18 N.S.W.S.R. 62), under s. 58 
of the Stamp Duties Act, 1898, bringing 
in property settled by ‘‘any person who 
has executed a settlement containing any 
trust to take effect after his death.’’ (Seé 
now s. 102 (2)(a) of the Stamp Duties 
Act, 1920-1940.) There the testatrix made 
a settlement in equal shares upon her chil- 
dren who should attain 25 or marry with 
consent under that age, with a proviso that 
if a daughter married under 30 her share 
should be settled in such manner as the 
trustees thought proper. It was held by 
the N.S.W. Supreme Court that a settle. 
ment so made was in effect the consequence 
of the original settlor’s volition and not 
that of the daughter. 

It is of topical interest to note that our 
late Chief Justice, Sir Frederick Jordan, 
appeared in this case as counsel for the 
successful appellant. 


WHAT IS A BRIBE? 


“Tf a gift be made to a confidential 
agent with the view of inducing the agent 
to act in favour of the donor in relation to 
transactions between the donor and the 
agent’s principal, and that gift is secret as 
between the donor and the agent—that is 
to say, without the knowledge and consent 
of the principal—then the gift is a bribe 
in the view of the law’’ (per Romer, L.J., 
in Hovenden & Sons v. Millhoff (1900), 83 
L.T., at p. 43). 

Any bribe or secret profit taken from a 
party with whom the agent contracts on 
behalf of his principal may be recovered 
by the principal from the agent in a civil 
action. The principal may refuse to pay 
the agent his remuneration and in addition 
criminal proceedings may lie under acts 
such as the Commonwealth Secret Commis- 
sions Act, 1905. 

Following are the facts in a recent Eng- 
lish case: A bought a lease for resale and 


promised B a share of the profit for intro- 
ducing him to it. A required finance and 
B approached C who agreed to procure a 
loan by D to A, A to pay C a procuration 
fee of 1 per cent. B made a secret arrange- 
ment with C to receive one-third of such 
fee. C sued A for an unpaid portion of 
the fee, and A counterclaimed for damages 
in the amount of the secret commission 
paid to B as money had and received by 
B to the use of A. The Court upheld the 
counterclaim and added that once it was 
established that one party to a contract 
had made a secret payment to the agent of 
the other party the law would presume 
that he had acted corruptly, that the agent 
had been influenced by the payment to the 
detriment of his principal, and that the 
principal had suffered damage at least to 
the amount of the bribe. (Industries ¢ 
General Mortgage Co. Ltd. v. Lewis, 
[1949] 2 All E.R. 573.) 
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STUDENTS’ SECTION 
Edited by 


K. C. Keown, A.C.A. (AUST.), A.M.T.C. 


The answers to examination questions which appear in this section are 

not official. They have not been reviewed by the Board of Examiners 

of the Commonwealth Institute of Accountants, and represent only the 
views of the member preparing them. 


MODEL ANSWERS 


by 


‘*Scriptor’’ 


ADVANCED ACCOUNTING — II 


Examinations: October, 1949 
1. Set out hereunder is the trial balance of The 


Indemnity Insurance Co. Ltd. 
1949, 
Nominal Capital in £1 shares 
Unissued Capital 
General Reserve ‘ 
Profit and Loss Anus 
Provision for Unexpired Risks 
at 1/7/48— 
Fi ire wa 
Accident 
Premiums Received— 
Fire a 
Accident 
Claims Paid— 
Fire 
Accident 
Reinsurance Premiums— 
Fire 
Accident 
Agents’ Commission— 
Fire 
Accident 
Travelling Expenses 
ance el Fees 
aff Salaries 
“ preciation of Buildings 
Depreciation of Furniture and 
Equipment 
Income Taxation Pa sid 
Sundry Creditors 
Sundry Lebtors 
General Office 
ment Expenses 


and 


Manage- 


Carried Forward 


at the 


. & 


300,000 


30,000 
90,000 


9,000 
15,000 


14,000 
18,000 
8,000 
1,200 
35,000 
1,000 


500 
8,500 


18,500 


8,500 


30th June, 


£400,000 
60,000 
65,000 
40,000 
55,000 


125,000 
140,000 





a 


557,200 


£893,450 


Brought Forward 
Freehold Land and Buildings 
Office Furniture and — 
Shares in Companies 
Commonwealth Govt. Bonds . 
Loans Secured by Mortgage .. 


Agents’ Balances ee 
Provision for Depreciation— 


Buildings 

Furniture and Equipment 
Provision for Income Taxation 
Dividends Received .. 
Interest Receiyed 
Cash at Bank 
Dividends Paid 


Other information 


. £557,200 £893,450 


200,000 
25,000 
20,000 
10,000 
11,000 
12,500 


20,000 

10,000 

9,200 

1,200 

850 
79,000 
20,000 





£934,700 


£934,700 





(i) Claims admitted but not paid— 


Fire £5,000. 
Accident, £10,000. 


(ii) Provision for Taxation 


is to be made 


equal to 6/- in £ of the net profit. 


You are required to: 


(a) Prepare Revenue and Profit and Loss 
Accounts and Balance Sheet for presen- 
tation to the direetors, drawn up in ac- 
cordance with the best modern practice in 
account classification and presentation. 


(b) Write a 
ing 


behind your classification in 


short note describing the reason- 


the 


balance sheet of the ‘‘ Provision for un- 


expired risks.’’ 


Are there any other 


treatments which would be acceptable? 
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Students’ Section—continued 


1. (a) 
THE INDEMNITY INSURANCE CO. LTD. 


REVENUE STATEMENT 
For year ended 30th June, 1949. 
Fire Department 
Premium Income: 4 £ 
Provision for Unexpired Risks at 1/7/48 .. 40,000 


Premiums Received .. on me sa 125,000 
Less Re-insuraneces i ae oa 9,000 
Net Premiums... ts ei a 116,000 


156,000 


Less Provision for Unexpired Risks at 
30/6/49 ' 46,400 


109,600 
Less Claims payable for the year .. - 35,000 


Agents’ Commission ji ~ - 14,000 
49,000 


Net Revenue. . i - is a Hiss £60,600 


Accident Department 
Premium Income: £ 
Provision for Unexpired Risks at 1/7/48 .. 55,000 
Premiums Received .. cs ae wi 140,000 


Less Re-insurances me je ma 15,000 
Net Premiums... a a, i 125,000 


180,000 
Less Provision for Unexpired Risks at 
30/6/49 “ 50,000 
130,000 
Less Claims Payable for the year .. PER 100,000 
Agents’ Commission - a os 18,000 
118,000 


Net Revenue... ae mm — Bs - £12 000 


THE INDEMNITY INSURANCE CO. LTD. 
PRorit AND Loss STATEMENT 


For year ended 30th June, 1949. 
Net Revenue: £ 


Fire .. es a ‘is a iM ae a .. 60,600 
Accident a i a v oe i 7 .. 12,000 


72,600 


Carried Forward £72,600 
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Students’ Section—continued 
Brought Forward 

Less Expenses: 

Travelling Expenses 

Directors’ Fees 

Staff Salaries : - 

Depreciation of Buildings .. 

Depreciation of Furniture and Equipment 

General Office and Management Expenses 


Operating Profit .. 

Non-operating Income: 
Dividends Received. . 
Interest Received 


Net Income for the year .. 


PRoFIT AND Loss APPROPRIATION STATEMENT 


Balance brought forward 1/7/48 
Add Net Income year ending 30/6/49 .. 


Less Dividends Paid 
Provision for Income Tax 


Balance carried forward 30/6/49 


THE INDEMNITY INSURANCE CO. LTD. 
BALANCE SHEE’? 
as at 30th June, 1949 
Current Assets: 
Cash at Bank 
Agents’ Balances 
Sundry Debtors 


Investments: 
Commonwealth Government Bonds 


Shares in Companies 
Loans Secured by Mortgage 


Carried Forward 
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£72,600 


54,200 


18,400 


2,050 


£20,450 
£ 

65,000 

20,450 


85,450 


25,435 


£60,015 


110,000 
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Students’ Section—continued 
Fixed Assets: 


Freehold Land and Buildings (Cost) 
Less Provision for Depreciation 


Office Furniture and Equipment (Cost).. 


Less Provision for Depreciation 


Total Assets 


Current Laabilities: 
Sundry Creditors 
Provision for Taxation 
Claims admitted but not paid 


Unearned Income: 
Provision for Unexpired Risks 
Shareholders’ Funds: 
Nominal Capital in £1 Shares 
Less Unissued Shares .. 


Issued and Paid-up Capital 
General Reserve 


Profit and Loss Appropriation Account 


Total Funds .. 


1. (b) The Provision for Unexpired 
Risks is equivalent to 40 per cent. of the 
net premium income (gross premiums less 
reinsurance premiums) as follows: 

Fire Department .. £116,000 

40 per cent. ee 
Accident Department .. 

40 per cent. 


£46,400 
125,000 


50,000 


As shown in the Balance ' 
Sheet £96,400 
it represents that portion of the pre- 
miums received during the year which re- 
late to policies the risks under which have 
not yet expired, consequently the pre- 
miums cannot be regarded as earned in- 
come. It must, therefore, be deferred until 
the next accounting period. 

The Provision for Unexpired Risks 
should be classified separately in the 
balance sheet as it does not belong in any 
of the other groups. It is not a Current or 
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Brought Forward £151,000 


200,000 
20,000 
180,000 
25,000 
10,000 
a 15,000 
a 195,000 


£346,000 


29.585 
96,400 


400,000 

300,000 

—_— 100,000 
60,000 
60,015 


220,015 


£346,000 


Deferred Liability and it is not part of 
Proprietorship, because the income which 
it represents is not yet earned. 

2. Lonsdale Pty. Ltd. and Collins Pty. Ltd 

two companies owning adjoining blocks of 

in Collins Street, Melbourne. The two companies 
agree with Olympic Hotels Pty. Ltd. to amalga- 
mate the interests of the three companies on t 
following terms: 

(a) Olympic Hotels Pty. Ltd. is to becor 
public company and make an issue of shares 
to the publie. 

(b) Shareholders in Lonsdale Pty. 
Collins Pty. Ltd. are to receive: 

Lonsdale Pty. Ltd.: Two shares in the 
new company for every one at present 
held plus £50,000 in eash. 

Collins Pty. Ltd.—Ordinary Share- 

holders: Two shares in the new com 
pany for every ordinary share held, 
plus £100,000 in cash. 
Preference Shareholders: These 
shares are held by a deceased estate, 
and it is decided that its interest be 
sold only for a cash consideration. 
Accordingly, the purchasing company 
agrees to pay £80,000, which is to be 
the amount received by the prefer- 
ence shareholders. 


Ltd. and 
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Students’ Section—continued 
Olympic Hotels Pty. Ltd. is to take over the assets and liabilities of the other companies, which 
are then to be placed in liquidation. 
The balance sheets of the three companies at 30th June, 1949, are set out below. The amalga- 
mation is to be carried out on the basis of these balance sheets. 
OLYMPIC 
£4,500 
50,000 


LONSDALE COLLINS 
£8,500 £10,000 


Current Assets— 
Cash at Bank Ke 
Commonwealth Bonds 





£8,500 


£10,000 £54,500 





Fixed Assets— 
Land and Buildings at cost ba a ‘a £80,000 £130,000 — 
Fixtures and Fittings at cost less depreciation .. és 25,500 40,000 £20,000 
Leasehold Land and Buildings at cost less depreciatio eo — _ 25,000 


Motor Cars at cost less depreciation 2,500 3,000 2,500 
Goodwill ba 20,000 30,000 10,000 





£128,000 £203,000 





£213,000 


£136,500 £112,000 





Current Liabilities— 


Trade Creditors £500 


£2,500 £3,000 





Shareholders’ Funds— 
Capital: Ordinary in £1 shares 
Preference in £1 shares .. 
General Reserve “a - ae 
Profit and Loss Appropriati.n Account 


£100,000 £100,000 £110,000 
— 40,000 on 
30,000 50,000 - 
4,000 20,000 1,500 





£111,500 


£134,000 £210,000 





£136,500 £213,000 £112,000 





are valued at these figures: 
Lonsdale Pty. Ltd. £220,000 
Collins Pty. Ltd. .. £350,000 
Just prior to the amalgamation Olympic Hotels 
Pty. Ltd. converts to a public company and makes 
an issue, which is fully subscribed, of 200,000 


The Nominal Capital of Olympic Hotels Pty. 
Ltd. is £1,000,000 in shares of £1 each. 
The liquidation expenses of the two companies 


are 
£800 


£1,000 


Lonsdale Pty. Ltd. 
Collins Pty. Ltd. 


these amounts being paid by Oympice. 

The Directors of Oympic Hotels Pty. Ltd: de- 
cide to incorporate the tangible assets of Lonsdale 
Pty. Ltd. and Collins Pty. Ltd. in their books at 
the figures stated in the balance sheets, with the 
exception of the Land and Buildings, which have 
been held for a considerable number of years, and 
the current values of which are considerably in 
excess of the book values. The land and buildings 


2. (a) 


1949 £ 

June 30 Land and Buildings... 130,000 
30 Fixtures and Fittings 40,000 
30 Motor Cars 3,000 
30 Goodwill 30,000 
30 Bank A/e 10,000 


Carried Forward 


. .£213,000 


shares payable in full on application. 
You are requested to prepare: 

(a) Realization Account, Shareholders’ Dis- 
tribution Accounts, and Bank Account on 
the closing of the books of Collins Pty. 
Ltd. 

(b) Balanee Sheet of Olympic Hotels Pty. 
Ltd. at the completion of the amalgama- 
tion. 


LEDGER OF COLLINS PTY. LTD. 
Realization 


Account 

1949 £ 

June 30 Creditors .. .. .. 3,000 
,» 30 Olympic Hotels P/L. 380,000 


. .£383,000 


Carried Forward 
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Students’ Section—continued 
Brought Forward .. ..£213,000 Brought Forward .._ . .£383,000 
June 30 Gain on Realization: 
Pref. Shareholders 40,000 
Ord. Shareholders. . 130,000 
£383,000 £383,000 
Preference Shareholders’ Distribution Account 
1949 £ 1949 £ 
June 30 C fe, ie. ae ka June 30 Paid-up Capital .. 40,000 
30 Gain on Realization.. 40,000 


” 


£80,000 £80,000 
Ordinary Shasdhabbene’ Distribution Account 
1949 £ 1949 £ 
June 30 Shares in Olympic .. 200,000 June 30 Paid-up Capital .. 100,000 
me Se .. «s we es MOO » 30 Gain on Realization.. 130,000 
30 General Reserve .. 50,000 
30 P.& L. eaten 
a . .. 20,000 


”? 
” 


” 


£300,000 £300,000 
Bank Account 

1949 £ 1949 £ 

June 30 Balance oe .. 10,000 June 30 Realization Account— 

30 Olympic Hotels . .. 180,000 Olympic .. «+. 10,000 

30 Pref. Shareholders .. 80,000 

30 Ord. Shareholders .. 100,000 


” 
” 


” 


£190,000 £190,000 


OLYMPIC HOTELS LTD. 
BALANCE SHEET 
As at 30th June, 1949. 
Current Assets— £ 
Commonwealth Bonds 50,000 
Fixed Assets— 
Land and Buildings at Cost ie oa nit .. 570,000 
Leasehold land at cost less depreciation. . a a .- 25,000 
Fixtures and Fittings at cost less depreciation ws - .. 85,000 
Motor Cars at cost less depreciation rm i ve on 8,000 


Goodwill “ ‘a ‘ “a i se ~ .. 10,000 
698,500 


Total Assets jy me aa ia on ae a £748,500 
Current Liabilities— £ £ 
Bank Overdraft ie in = “er a de re 8,000 


Trade Creditors Dy ne 4 ne ha se, ie 6,000 
14,800 


Carried Forward £14,800 
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Students’ Section—continued 


Brought Forward £14,800 
Shareholders’ Funds— 
Paid-up Capital (in £1 shares) .. ea ba oa .. 710,000 
Premium on Purchase : ‘ se es .. 22,200 
Profit and Loss Appropriation Account . - aia oe 1,500 
733,700 


Total Funds ve - Pai ae as Sa ons £748, 500 


The New Method Productions Co. Pty. Ltd. Machinery Suppliers Pty. Ltd. .. £22,37% 
purchases all its plant and machinery from gale Price of goods if sold on ordinary 
Machinery Suppliers Pty. Ltd. under a hire pur- monthly terms oe 27.375 
chase agreement. The terms of the contract are: fi ore oe 
Total amount payable under contract .. £30,000 The New Method P vedustions Co. Pty. Ltd. 
Length of hiring period .. .. . 5 years “ecides to depreciate its plant at the rate of 
Deposit payable on signing of contract. £10,000 sa _ cons. os on oom. 

Quarterly instalments—payable on the You are required to set up ledger accounts in 
first day of January, April, July and the books of The New Method Productions Co. 
October te ae ee ee ae ue)» £1,000 ©=Pty. Ltd. and Machinery Suppliers Pty. Ltd. to 

Rate of interest mae . 5% pa. record the above transaction, entering therein the 


The contract is signed ona ms achinery delivered first three quarterly payments and balancing the 
on Ist July, 1948, and the first quarterly instal- counts at that point. Also show how the trans- 
ment is paid on Ist October, 1948. . action will be shown in the balance sheets of the 


Other information relating to the transaction is: ¢ompanies prepared at that time. 
Cost price of goods when purchased by All caleulations are to be made to the nearest £. 


BOOKS OF THE NEW METHOD PRODUCTIONS CO. PTY. LTD. 
MACHINERY SUPPLIERS Pty. LtTp.— HirRE PurRcHASE CREDITOR 

1948 £ 1948 £ 
July] Cash .. .. .. .. 10,000 July 1 Total Payable .. .. 30,000 
Oct. 1 Cash cate | tage le te 1,000 
1949 
Jan. BE ee” ak ae | ae 1,000 
Apr. . ee Poe 1,000 

Balance i< ss a oe 


£30,000 £30,000 


Apr.. Balance 1. «+ we ee 
DEFERRED INTEREST — HIRE PURCHASE TRANSACTION 
1948 £ 1949 £ 
July Machy. Suppliers P/L. 2,625 SS ef Le Pee 713 
1 Balance ca Cast | ee 1,912 
£2,625 £2,625 


” 


1949 
Apr.1 Balamee.. .. .. «.. £1,912 


PLANT AND MACHINERY 
1948 
July 1 Machy. Suppliers P/L. £27,375 
PROVISION FOR DEPRECIATION — PLANT AND MACHINERY 
1949 
Apr. 1 Depreciation -. «+ £2,053 
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STATEMENT IN THE BALANCE SHEET AT Ist APRIL, 


Deferred Liability— £ £ 
Hire Purchase Creditor (Plant and emanated en .. 17,000 
Less Deferred Interest ; ‘a - 










Fized Assets— 
Plant and Machinery (at cost) (on Hire Purchase) in «« wtete 
Less Provision for Depreciation 












BOOKS OF MACHINERY SUPPLIERS PTY. LTD. 
New Metruop Propuctions Co. Pry. Lrp.— Hire Purcuase Destor 










1949 £ 1948 £ 
Julyl H.P. Sales .. .. .. 30,000 Julyl Cash .. .. .. .. 10,000 
Oct. 1 Cash Re bor ae an 1,000 
1949 
oem. 4 Gee ci kkk em 1,000 
pe i 1,000 
Apr. 1 Balance << == «<« “eee 








£30,000 £30,000 



















Balance . £17,000 






UNEARNED INTEREST — H1rRE PURCHASE 







1949 £ 1948 £ 
Apr. 1 P. & L. A/e oe te 713 July 1 New Method Produc- 
» 1 Balance ee oe 1,912 tions .. 2.625 














£2,625 






1949 
Apr. 1 Balance ‘os as eo Meee 


UNREALIZED PrRorit — HirE PURCHASE 







1949 £ 1948 ¢ 
Apr.1 P.@L.A/e.. .. .: 750 July 1 New Method Prodns. 5,000 
Balance — es 










£5,000 






£5,000 






1949 
Apr. 1 Balance oe do ua “eee 







HirE PurcHASE SALES 


1949 1948 
Apr. 1 Trading A/e.. .. £22,375 July 1 New Method Prodns... £22,375 
















STATEMENT IN THE BALANCE SHEET AT Ist APRIL, 1949 












Deferred Assets— £ £ £ 
Hire Purchase Debtors ae a ae ne si 17,000 
Less Unrealized Profit .. ie 6s me .. 4,250 
Unearned Interest a ie oe <s eee 
—— 6,162 






10,838 


A 
Ove 
“D 
sho 
bui 
elas 
Win 
fina 
nor 
dra 
buil 
havi 
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4. The following represent certain of the re- 
ceipts and payments of the executor of the late 
Russell Collins who died on the 1st March, 1948. 
You are to indicate what part of each item belongs 
to Corpus and what part to Income. 

(i) Dividends from AX Ltd. on 
31/12/49 out of — for year 
ending 30/9/49 
Fire insurance premium on "house 
occupied by widow of deceased 
who is the life tenant of the estate. 
Insurance expires on 30th June, 
1949 ; 

First and final divide nd ‘from the 
trustee of X—a debtor of the de- 
ceased 


£200 
(ii) 


£12 
£50 


Receipts 
Dividends AX Ltd. oe 
Dividend from Trustee of X.. 
Share Profit C. & S. 
Interest Commonwealth Bonds 
Interest on Debentures 


Payments 
Fire Insurance 
Legal Advice re Income 
Brokerage on Debentures 
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(iv) The deceased’s share of profit 
earned by the partnership—Collins 
and Swanston—for the year ended 
3lst December, 1947 : 
Interest on Commonwealth Govern- 
ment Bonds for six months to 15th 
June, 1948 
Interest on Debe sntures for the six 
, oe to 30th June, 1948. The 
debentures had been purchased 
cum. div. on Ist May, 1948 .. 

(vii) Payment for legal advice concern- 

ing the distribution of the income 

of the estate 
srokerage paid on pureha ise of the 


(viii) 
debentures in (vi) above 


£20 
Corpus Income Total 
£ £ £ 
200 200 
50 
350 
120 
60 


£780 





End Pages 


by 


Angus Lancaster 


A Smoker’s Lament 

In the Sydney Sunday Herald of 9th 
October, 1949, there is a report headed, 
‘Died after talk to girl.’’ It recounts that 
shortly after he left his fiancee a young 
builder was found shot dead with a rifle 
clasped between his knees. The report 
winds up by saying that the deceased was 
financially sound and: ‘‘He neither drank 
nor smoked.’’ Now, the inference to be 
drawn from the last sentence is that if the 
builder had been a smoker, this habit might 
have accounted for his suicide; or to put 


position another way, there is some 
attached to a non-smoker taking 


the 
mystery 
his own life. 

It is about time this nineteenth century 
nonsense was stopped. [ intend one day 
to write a history of smoking and publish 
it in this column. It is sufficient to say 
now that wars have been the principal 
factor in bringing about an_ increase 
in the habit. In the eighteenth and early 
nineteenth century ‘‘smoaking’’ was on 
the decline, but there was a sharp revival 
with the Crimean War. The habit spread 
to the ‘‘weaker’’ sex during Daddy’s war, 
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and we all know of the tremendous in- 
crease in the consumption of the weed 
during Junior’s war. 

The tobacco smoke of the Crimean 
veterans and their imitators met with a 
deal of opposition from the more ‘‘re- 
feened’’ elements of society, led by the 
dear Queen. It was a rule that no docu- 
ment intended for Her Majesty’s signa- 
ture should be prepared in a room where 
the weed had been puffed. It happened 
that these jolly old manly cads of a hun- 
dred years ago were also partial to the 
bottle, and so drinking and smoking came 
to be regarded as associated vices. To-day 
the position is quite different, I know of 
many non-smokers who are inordinately 
fond of the bottle. Among my acquain- 
tance are many smoking teetotallers. But 
custom dies hard and scarcely a day passes 
without reference to someone, like the 
builder, who ‘‘neither drinks nor smokes.’’ 
Dear reader, whenever you hear this non- 
‘sense, just ask if the non-smoker-drinker 
plays the bagpipes. It is just as relevant 
to his virtue. 


Do You Know Your Bores? 

My friend, John Royle, head of J. MacD. 
Royle Pty. Ltd., boring contractors, sends 
me a treasured Christmas card every year. 
On the front always appears the proud 
erest of the company with its motto, 
Aquam facimus dum sol lucet (‘‘We make 
water while the sun shines’’). On the back 
of last year’s card appears the following 
useful information : 

‘““As Boring Contractors we have sunk 
and encountered most types of bores that 
exist. The best known is the Artesian 
Bore. This is a bore in which the water 
flows to the surface by its own pressure 
and is so named from the first bore of this 
description which was sunk in Artois, a 
province of France. The adjective mean- 
ing ‘pertaining to Artois’ is artosien, 
which has been corrupted to artesian. 
Sub-artesian is a term usually applied to 
the bore that is of the same origin as the 
artesian but in which the water fails to 
reach the surface and necessitates the use 
of a pump. The sand-screen bore or spear- 
point is usually used in sand or gravel for- 
mations. This consists of a length of per- 
forated piping covered with wire mesh or 
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gauze which is driven or sunk into the 
sand or gravel and forms an underground 
filter. Pumping is necessary for this type 
of bore also. The diamond drill bore ig 
one in which the drill is set with diamonds 
and is used for prospecting for coal and 
other less valuable minerals such as gold 
and silver. The commonest bore, however, 
is the Club Bore who holds you by the 
lapel and insists on telling you stories you 
forgot last year. There is also the Gusher, 
which is an oil bore from which the oil 
flows freely without pumping. The female 
of the species also occurs, and is usually 
found at bridge and cocktail parties. Then 
there are boars, Boers, and feather boas 
(very expensive). Well, we had better not 
bore you further, otherwise you will wish 
us listed in the Pink Pages under ‘ White 
Ants and Borers—Exterminated’.’’ 


The Soft Answer (2) 

At the Anzac Day celebration at Aus- 
tralia House, London, in 1933, I was hand- 
ing in my hat, ete. On the left of me wasa 
tremendous fellow, at least 6 feet 6 inches 
tall. On my right was an elderly gentle- 
man about 5 feet 4 inches. Suddenly, the 
t.f. boomed over my head to the little 
chap: ‘‘Your face is familiar; aren’t you 
Hlicks from Adelaide.’’ ‘‘No,’’ was the 
quiet reply; ‘‘Sir William Birdwood.”’ 


Legal Trivia 

In the Korean Syndicate case, [1921] 
3 K.B. 258, the Master of the Rolls, Lord 
Sterndale, said at p. 273: ‘‘I do not admit, 
either, that there can be no difference for 
this purpose between an individual and a) 
company. An individual comes into 
existence for many purposes, or perhaps 
sometimes for none, whereas a limited com- 4 
pany comes into existence for some pat-% 
ticular purpose.’’ 


A Warning to Planners 

Oliver Ap-Williams, alias Cromwell, 
once said: ‘‘None goes so far as he who 
knows not whither he is going.’’ The 
Great Opportunist surely went a long way. 


Tolerance 

Lady Beerbohm Tree once said that shey 
didn’t mind what people did so long # 
they didn’t do it in the street and frightel 
the horses. ; 








